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PROCEEDI NGS
COW SSI ONER M REL: Good eveni ng,
everybody. | amLarry Mrel, Comm ssioner of

I nsurance and Securities Regulation for the

Di strict of Col unbia.

Tonight is the second of two schedul ed
public forunms to hear fromthe public on the
proposal by Well Point Health Networks, Inc., a

Californi a-based health insurer, to purchase

CareFirst, a Maryl and-based heal th insurer
CareFirst is the parent corporation of G oup
Hospitalization and Medical Services, Inc., GHvVSI
the District's Blue Cross/Blue Shield health plan

CareFirst also controls Blue Cross operations in

Maryl and and Del awar e.

CareFirst is a non-profit corporation
Vel Point is a for-profit corporation. Part of the
proposed transaction would require that CareFirst

be converted to a for-profit entity so that

Wl | Poi nt can purchase its stock. The val ue of
CareFirst, as reflected in its sale of stock to

Wl | Point, would be put into trust for the benefit



of the people of the affected jurisdictions.
Wel | Poi nt's proposed purchase price for CareFirst
is $1.3 billion.

Wth ne at the table tonight are Leslie

Johnson, to my right, Hearing Oficer for the
Depart nent of |nsurance and Securities Regulation
who will assist ne with the procedural aspects of
this process; and Ark Monroe, an attorney with the

Littl e Rock, Arkansas, law firmof M tchell

WIllianms, Selig, Gates and Wodyard, which has
substanti al experience with the conversion and sale
of Blue Cross entities. Mtchell WIlianms has been
retained by DISR to provide | egal advice on this

conpl ex proposed transaction.

Let be begin by describing the process we
will follow. For the proposed transaction to go
forward, it needs the approval of the insurance
conmi ssioners of the three affected jurisdictions:

the District of Colunbia, Mryland, and Del aware.

Before | can approve the transacti on on behal f of
the District of Columbia, | nmust be assured by the

D.C. Corporation Counsel that the District's share



of the proceeds of the sale is adequate, and that
the funds are properly protected for the benefit of
the public. The attorneys general of Maryland and

Del aware have simlar functions to perform under

their state laws. Finally, because GHVSI--the
District's Blue Cross/Blue Shield program-is
chartered as a non-profit corporation by Congress,
congressi onal approval is al so needed.

Toni ght we are continuing the first part

of our review process, which is to hear fromthe
public on this proposal. Although this is the |ast
schedul ed public forum if there are persons who

wi sh to be heard and were unabl e to appear | ast

week or tonight, we will be willing to hold an
additional public forum | wll not set a tine and
place for a third session unless and until | know

there is a need.
W will also be hiring experts to analyze

t he documents Wl | Point has put forward in support

of the proposed transaction, including a financia
expert. The Ofice of the Corporation Counsel wll

separately retain an investnent banking firmto



val ue CareFirst and GHMSI and assist in the
establ i shment of a charitable foundation if the
transaction i s approved.

Finally, a formal hearing will be held

sonmetine in the fall of this year, at which

Wel | Point will present its proposal and opposing
parties will have an opportunity to present

evi dence and witnesses in opposition as well as to

cross-exam ne Wl l Point's w tnesses.

After reviewing the entire record, and
recei ving a decision fromthe Corporation Counsel
as to the value of the transaction and protection
of the assets for the public, I will render ny

deci si on whet her to approve or di sapprove the

proposed transaction.

The standards governing the determ nation
I must make as conmmi ssioner are set out in two
District of Colunbia statutes. The first deals

with the i ssue of whether CareFirst/GIMSI shoul d be

allowed to convert fromnon-profit to for-profit.
The | aw says that the conversion shall be approved

unless | find that the plan:



One, is inequitable to contract hol ders of
the converting corporation, or to the public;
Two, fails to comply with certain

procedural requirenents;

Three, provides that any part of the
assets or surplus of the corporation will inure
directly or indirectly to any of its officers,
directors, or trustees; or

Four, does not ensure that WellPoint, as

the resulting stock insurance conpany, wll possess
capital and surplus in an amunt sufficient to
conply with the capital and surplus requirenents
for a stock life insurance conpany under applicable

law and to provide for the security of WellPoint's

contract hol ders.

The second |law is concerned with the
standards for determ ning whether the acquisition
of control of the District's Blue Cross/Blue Shield

program-that's GHVSI --by Well Point shoul d be

approved. The statute says that the transfer of
control shall be approved unless, after a public

hearing, | find that:



One, after change of control, the plan
woul d not be able to satisfy the requirenents for
the i ssuance of a license to wite accident and

health i nsurance in D.C.

Two, the effect of the acquisition of
control would be to substantially |essen
conpetition in insurance in D.C., or create a
nonopol y;

Three, the financial condition of

Vel | Point is such as m ght jeopardize the financia
stability of GHMSI or prejudice the interest of its
pol i cy hol ders;

Four, WellPoint's plans or proposals, if

any, to nmake nmmterial changes in the operations,

structure, or nanagenent of CGHWVSI are unfair and
unreasonabl e to policy holders of GHVBI and not in
the public interest;

Five, the conpetence, experience, and

integrity of management who would control the

operations of GHVSlI are such that it would not be
inthe interest of GHVSI's policy hol ders and of

the public to permt the acquisition of control; or



Six, the acquisition is likely to be

hazardous or prejudicial to the insurance-buying

publi c.

At the formal hearing in the fall, there
will be two ways to participate. If you sinply
have views that you wish to express, you will be

af forded an opportunity to submt witten conments.
If you are interested in participating as a fornal

party, you nust file a witten notion to intervene

which identifies the nature of your interest in the
proceedi ng, states how the outcone of the
proceeding will affect you, and describes any ot her

factors that would warrant your participation as a

party.

Any person who is allowed to participate
as a party will be able to conduct discovery, offer
evi dence, exami ne witnesses, and file witten
briefs. Participation as a party will also carry

with it significant responsibilities. Every person

who participates as a party will be obliged to
respond fully to discovery requests served by ot her

parties. The witnesses offered by a party wll



have to be made avail able for cross-exam nation by
all other parties. Every party will be expected to
attend all hearings and status conferences, to file

briefs and pl eadi ngs, and to provide all other

parties with formal service of all filings they
make. The obligations are serious, and should not
be undertaken lightly.

If you are interested in participating as

a party, | encourage you to review the case

management order--there are some of them over there
on that table--to nmake sure you understand all of

t he rel evant deadlines, opportunities, and
obligations involved in participating in these

pr oceedi ngs.

The process of reviewing Well Point's
application is open to the public. Al of the
pl eadings filed with the Departnent and all of the
orders entered in this proceeding will be avail abl e

for reviewat DISR If you are online, all of the

pl eadi ngs and orders are al so avail able on the
website that the Department has established for

this matter. The address of the website is in ny
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witten statenent.
The Wel | Poi nt proposal was filed with our
Department on January 11th, 2002. On April 5th,

2002, | issued a prelimnary order--which is over

on the side, again--finding that the application
was deficient, in that it |acked sufficient detai
to enabl e the Comi ssioner to nake a thorough
review and a reasoned decision. The applicants

were directed to file a draft anmended and rest at ed

application on or before July 16th, 2002, to renedy
the deficiencies. A letter specifying what further
information is needed was sent to Well Point [ ast

week. Copies of that letter are also available on

the table over on the side.

The reason we requested that the anmended
application be filed in draft formis that D.C. |aw
requires that we render a decision within 30 days
after a final application has been filed. W do

not believe that 30 days will give the public, or

our experts, enough tine to properly evaluate the
amended application. W have asked that the fina

application not be filed until October, so that the



clock for making a final decision will run from
that date. |If the final application filed in
Cctober differs significantly fromthe draft

submtted in July, accommodations will be nade to

all ow an opportunity for all parties to reviewthe
docunent and be adequately prepared for the
heari ng.

| want to thank all of you for comi ng here

tonight. This is obviously an inportant decision

for our community, and | want to proceed with ful
opportunity for the public to be heard.

The forumis schedul ed for three hours,
and we have nore than 20 wi tnesses on the |ist.

Therefore, | will ask that each witness limt his

or her statement to not nmore than ten mnutes. W
will also accept witten comments; so that if you
did not sign up to testify in person or if your
testimony has not been conpleted in the allotted

time, please give us the benefit of your ful

comrents in witten form
Al t hough we have a full roster of

wi t nesses, if we have conpleted the testinony

11
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before nine o' clock, I will call upon any ot her
persons waiting to speak. |f anyone would like to
be heard and was unable to participate in |ast

week's forumor tonight's, please get in touch with

Leslie Johnson about the possibility of scheduling
an additional forum

A full transcript of this hearing will be
made so that | have a conplete record before ne

when | make nmy decision. Therefore, when you are

call ed upon to speak, please state your name, spel
your |ast nane and, if you are speaking on behal f
of an organization, give the nane of the

organi zati on.

We do have a witness here, | believe,

tonight fromCareFirst. And | will call upon her
first. Ann Gallant.

And you are also linited by the ten-mnute
rule.

STATEMENT OF ANN GALLANT

VI CE PRESI DENT, CORPORATE COMMUNI CATI ONS
CAREFI RST BLUE CROSS/ BLUE SHI ELD

MS. GALLANT: Thank you. Good eveni ng.



["'mAnn Gallant. That's GA-L-L-A-NT. [|'myvice
presi dent of corporate comuni cations for CareFirst
Bl ue Cross/Blue Shield. Thank you for the

opportunity to speak tonight.

Qur proposal: CareFirst is seeking to
convert to for-profit and be acquired by Wl I Poi nt
Heal th Networks, for $1.3 billion. This
transacti on needs approval by regulators in

Maryl and, Del aware, Washington, D.C., and in

Congr ess.

Thi s proposal has great potential to do
good. WellPoint is paying 1.3 billion for
CareFirst, nmoney that could be used to address

unnet health care needs in D.C., Maryland, and

Del aware. This transaction is a "win-win-wn."
The transaction positions us, CareFirst,

so that we can ensure continuation of a stable,

financially strong Blues Plan serving Maryl and,

Del aware, and the Washington region. W wll

continue to be Blue, since WellPoint is Blue. W
will continue to be regulated as we are today,

subj ect to the sane requirenents.



We will maintain current enpl oynent
levels. Just as we saw with the affiliations of
Maryl and, D.C., and Del aware, so long as we are

growi ng the conpany, enployment should renmain

stabl e, or grow over tinmne.

W will continue to be locally
headquartered. Critics conplain that decisions
will be nade three tine zones away. In fact,

V&l | Poi nt understands that the best health care is

consunmed and delivered locally. That is why it
will maintain the existing headquarters at Owi ngs
MI1lls, in Washington, in WImngton, and in fact
establ i sh a new sout heast regi onal headquarters in

this region.

W will nmaintain | ocal managenent.
Recogni zing that it makes sense to have mmnagers
who understand the unique characteristics and needs
of our customers here, WellPoint intends to

mai ntai n | ocal nanagenent, as they have in M ssouri

and Ceorgi a.
W will maintain reserve levels. Critics

have suggested that WellPoint will use CareFirst

14



reserves to pay the bulk of this transaction. In
fact, those reserves nmust remamin in place to neet
mandat ed | evel s by the regul ators and of the Bl ue

Cross/ Bl ue Shield Associ ation

The transaction prom ses to make CareFirst
even better. W plan to invest in upgraded IT
systens; to answer calls nore quickly and nore
accurately; 24-7 online capabilities; to all ow

doctors to file clains electronically, and have

those clainms adjudicated in real tine; and to

reduce hassles for nenbers and for providers.
There will be nore products and nore

options. WellPoint, for exanple, offers smal

enpl oyers a range of products; where, for exanple,

nonf' coul d have a preferred provider plan, "dad"
with a point-of-service plan, and the kids in a
heal t h mai nt enance organi zati on.

Now, you may ask, "Wth all of these

i mprovenents, will my prem uns increase?" The

short answer is: No. That doesn't nean preni ums
won't increase. They will. But with added

ef ficiencies, by spreading overhead costs over a
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much broader base, the rate of increase should
actual ly be sl owed.
So CareFirst stays the sane, keeping those

features that our custoners nobst val ue; and

CareFirst gets better, offering new products and

services and slowing the rate of prem umincreases.
On just those two points al one, the val ue

of the transaction should be apparent. But there

is athird piece, with a trenendous opportunity to

do good, that makes the case. Because CareFirst's
affiliate plans were founded as not-for-profits,
which in the past received certain tax breaks and
ot her benefits, the entire value of the conbined

conpani es nmust be returned to the community in the

formof charitable trusts.

G ven Wl | Point's purchase price for
CareFirst, that neans that $1.3 billion will be
shared by Maryl and, Delaware, and D.C. Qur hope is

that this nmoney will go into foundations or

endowrents where the principal will continue in
perpetuity to fund health-related initiatives.

That neans that, conservatively invested,



sone $65 million will be available to el ected
officials in those three jurisdictions to spend on
unnet health care needs. That, coupled with the

approxinmately 24 mllion from CareFirst's paynent

of premiumtax, equals nearly 90 nmillion annually
to address the needs of the uninsured and the
under - i nsur ed.

CareFirst has been asked to offer our

suggestions on how this noney can be used. Sone

suggesti ons:

Establ i sh a subsi di zed pharmacy program
for senior citizens, simlar to that established in
Mar yl and;

Devel op an open enrol |l ment type health

plan for those currently uninsurable due to
preexi sting conditions;

O fer community health clinics to the
District's |owincone residents.

These opportunities are endl ess.

In conclusion, our proposal ensures a
strong Blues plan long term preserves |oca

enpl oynment; inproves products and services; and

17



offers--there's a mistake here [referring to
witten statenent]--90 mllion annually for
i mprovenents to the region's health care system

This is a conpelling argunment, one that we're

asking you to consider as you listen to information
about this transaction. Thank you.

COW SSI ONER M REL:  Thank you, Ms.
Gallant. And thank you for keeping it within the

time limt. | appreciate that.

Qur next witness is Goria Corn. Ms.
Corn.
STATEMENT OF GLORI A CORN
M5. CORN: This is a "lose" situation for

the citizens of the District of Colunbia.

[ Appl ause]

MS. CORN. | have absolutely no doubt
what soever that the hotshots fromthis corporation
will make a | ot of nobney, and sone of the hotshots

at Blue Cross will, too. But there is no doubt

that everything that that woman said of how it'l|
help D.C. residents is alie, alie, and a lie.

And |'mgoing to prove it now.

18



[ Appl ause]
COW SSI ONER M REL: Pl ease, let's not

have any denmpnstrations in here.

MS. CORN:. First of all, may I--

COW SSIONER M REL: W need to give full
attention, and honor what people are trying to say.
So no denonstrations, please.

M5. CORN: First of all, how they say

they' Il have all of this noney that politicians can

use: | amsure that's very, very tenpting for sone

el ected officials. But the elected officials who

do buy it are the ones who are nothing but bought-and-sold
whores. And if you agree with it, that's

all you are, too.

The reality is that the noney that they
say will be made available, out of the 90 million,
assumng the District gets one-third, that's 30
mllion. That's not a whole lot; not for the

Di strict of Col unmbi a.

Coul d you please let nme finish ny
st at enent ?

That is not a ot of money. And all the

19
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benefits that they claimthat they can give could
be gotten right now under Firstcare [sic] Blue
Cross/Blue Shield as a not-for-profit. Not-for-profit is

not the sane thing as charitable. "Not-for-profit" neans

that there are no stockhol ders,

and it's just the board of directors who decides
how many people to hire, what they'll be paid,

i ncl udi ng t hensel ves.

| have no doubt that if you go over how

much Bl ue Cross/Blue Shield currently pays its
board of directors, M. Jews, and who it hires and
how many people it hires to do their jobs, and you
put that in a business-like setting where profit

was the bottomline, you could cut about a third of

t he enpl oyees, at |east, at Blue Cross.

I know, as a person, as an individual, the
kind of things I run across with Blue Cross/Blue
Shield. [I'Il call themand ask themto send nme a

copy of my policy. That'll take four different

times, till they send out the right policy--four
times. 1'll ask themto pay a doctor's bill, like

chi ef of orthopedics at Georgetown or G W These



are not exactly unheard-of practitioners. That
m ght take two, three nonths.
They have hired a lot of their friends,

their buddies, their famly--God knows who el se--who are

i ncompetent and incapable. [If you cut out

that fat, and if you, the insurance conmi ssion

made t hem adhere to a certain standard whereby they
could not spend nore than 20 percent of the incone

of what they get--or even better, a set dollar

amount per policy--on admnistration and pay-outs,
and the rest had to be used for nedical bills, to
pay medical bills, or for community things, you'd
get every single thing this conpany is offering

you, and then sone.

You have to be nore vigilant. You need to
do your jobs better, because you haven't done it.
It's that sinple.

And that's all the noney they're going to

claimthat they generate? That's nonsense.

Now, I'mgoing to just tell you sonething.
They say that they'll be able to offer PPCs or HMOs

to people who couldn't qualify for pre-existing?

21



Blue Cross offers that right now They have open
enrol I ment for PPCs for people who wouldn't qualify
medically. That's how | got into the program

I have multiple sclerosis. W wants to

i nsure sonebody |ike ne? Nobody. | wouldn't even.
| got into this programin August of '96: $97 a
nonth. Five years later, |'m paying 282 a nonth.
That's al nbst a 300 percent increase in five years.

They claimthat the cost, the COLA in the

U.S. and in Washington is between 2 and 5 percent
per annum |If you read the health care news,
they' Il say health insurance goes up between 13 and
18 percent a year. But this has obviously clearly

gone up nore |like 50 percent a year for ne.

In addition, where when | started |I had

unlimted nedicine and a co-paynment of $5 for non-brand-

names, and $10 for brand-name drugs, now

have a cap of 1,500 a year--which I hit by the end

22

of March, generally--so that I'mstill paying out-of -pocket

three to five thousand a year in
medi cine. And that's after | pay everything el se.

And ny co-pays have gone up to ten for generic
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drugs, and 20 for non-generic drugs.
So if you look at it realistically, that
means | amcurrently payi ng about 800 to 1, 000

percent nore than | did five years ago, for the

same plan. If it continues like this, under either
them or these people who want to buy it, | wll be
forced to not buy insurance at all. And then ||

be on the public dole. And I will be getting

either Health Care Alliance, or whatever else is

established. And the citizens of the District of
Colunbia will be picking up ny tab, instead of ne.
And if you think that that isn't going to happen
it is.

And |'mnot the only one. Plenty of

others are like ne. We were mddle- or upper-m ddl e-cl ass.
We had plenty of noney. Do you know

how t hey say you shoul d al ways have six nonths

worth of salary stocked away in case you | ose your

job or this and that? Well, with sonething |ike

nmultiple sclerosis, which hits in your earning
years, you'd have to have 30 years worth of income

stocked away. | had about ten years. [It's not
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going to go on forever.
And so here--here--everything this conpany
is saying that they offered, you could get out of

Bl ue Cross/Blue Shield right now by saying to them

"Qut of every policy, you will only be allowed to

spend, |ike $35 per nonth for admnistration of

that policy." That's all you have to do. Make it--Just the
way a charitabl e organization can only

spend so nuch on adm nistration, and the rest has

to go to charity. Mke them spend the rest on
nedi cal care for people in their plans, or to give
back to the District Government to set up for free
peopl e.

You can do that. There's no | aw agai nst

it. But you haven't done it. And now you want to

turn it over to these people who want--the bottom

line is a profit? Do you honestly think that

they're going to be | ooking at what's the best for--a doctor

is not going to be put under the

situation they've been put in?
And they use Georgi a and--what ?--M ssouri

as the basis of the glorification of this plan?
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Good God! That's like saying the civil rights
novermrent was born in Mssissippi. Please. 1'mnot
an idiot, and neither are the people sitting in

this room who vote here.

Ri ght now, under Blue Cross/Blue Shield,
they don't guarantee a paynment. Wen | broke and
di sl ocated my shoul der, they wouldn't pay for a
sling. They say that they have preventive care.

Wel |, guess what? They wouldn't pay for a

hepatitis prevention vaccine.

| have M5. The FDA has approved three
drugs to slow the progression of this disease.
asked them will they pay if | take Betaserone or

Copaxon or Avenox. They say, "Well, after you get

it ordered--" and it's $1,000 for a four-week
supply, by the way "--then subnit the paperwork,
and then we will decide. And even if you went to
see a regular doctor--" |ike the chief of

orthopedics at GW or Georgetown "--that doesn't

nean we're going to pay. W have to decide on a
case- by-case basis."

You have not regul ated these people; and
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you shoul d have been; and you should be now. And
bef ore you ever think of turning this conpany over
where the bottomline is what really counts, you

ought to be naking sure that Blue Cross is doing

everything it could and should be doi ng now, and
then I ook at this proposal ten or 15 years down the
road. Not now. They don't guarantee paynments, in
ot her words.

As | said, a for-profit institutionis a

business. It's to make a profit. And so they're
going to nake a little bit--Qut of the big profit
they nmake, they'll give back $30 mllion, assum ng
the 90 million is split equally between the three

jurisdictions. Onh, and we should be so gratefu

for 30 mllion?

Do you think 30 mllion goes very far in
this day and age? | don't know where you're
living, because 30 million does not go very far

And while at the sane tine Blue Cross/Blue Shield

is paying doctors less and less, and their
executives are making nore and nore, and the

patients are paying nore and nore and getting | ess



and less, if you think it's going to be turned
around in a for-profit organization--corporation--|
know you're not that stupid. |It's just that you'd

be that corrupt. There is no other explanation you

could ever give
They say about the location that the
location isn't going to change. Are they going to

keep the sout hwest address? | don't know.

I could go on and on. | think you get the

drift of ny point.

They may not even take people like nme, if
they go to profit, people who are seriously il
with diseases that--Let's be real: Unless there's

sone mracle, 1'mgoing to get worse and worse and

worse and worse, till I'ma total vegetable
physically. | didn't do anything to get this

di sease. That's what makes ne the angriest.

Unli ke people with H'V and AIDS, they participated

in their own downfall. | did nothing. | had the

wrong ancestors. But people |ike ne--
COW SSIONER M REL: Ms. Corn, you have

| ess than a ninute.
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M5. CORN: People like ne, who will be
very expensive to care for, congenitally constantly
sick, constantly having nore and nore problens,

they' Il dunp. And do you honestly think that $30

mllion is going to cover taking care of about
35, 000 people who have M5 in this city alone; nuch
less, all the HV patients, Lupus, Al zheiner's,
Par ki nson's, ALS? Should | go on? And then those

who are just poor and uninsured. It's a delusion

This is alie. Don't buy it. And if you
do, we'll know every single one of you has been
bought and sold. Thank you.

COW SSI ONER M REL: Thank you, Ms. Corn.

[ Appl ause]

COW SSI ONER M REL: Pl ease. No
denonstrations, please.

The next witness is Guy Durant. 1Is M.
Durant here?

[ No Response]

COW SSIONER M REL:  If not, we'll go to
Mary McCall. |Is Ms. McCall here?

STATEMENT OF MARY McCALL



PAST PRESI DENT, METROPCLI TAN WASHI NGTON
PUBLI C HEALTH ASSOCI ATI ON
M5. McCALL: Good evening. |'m Mary

MCall. ||'ma resident, a taxpayer, and voter here

inthe District. This evening |I'mrepresenting the

Met r opol i tan Washi ngton Public Health Association
The Metropolitan Washi ngton Public Health

Associ ation, MAPHA, is the local affiliate of the

American Public Health Association. W are a

menber shi p organi zati on of public health workers
and advocates who live in and/or are enployed in
the netropolitan area.

MAPHA is al so a nenber of the Nationa

Capital Area CareFirst Watch, and we support the

conmments that were made to your office on May 15th
by DC Appl eseed Center on the proposed case
management order

We do appreciate this opportunity to

express our concerns about the CareFirst-Wll Point

proposal which may have a very significant inpact
on health care in the District. W approach this

i ssue as an organization that is conmmtted to a
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policy of universal access to health services for
all, and to strong support for policies and
programs in addition to health care, per se, that

i mpact upon the health of our residents. That is,

to name a few, clean air, clean water, safe and
adequat e food supplies, and housi ng, and adequate
i ncones.

W have deci ded, based upon the

infornation available to us at this time, to oppose

t he proposed conversion. W take this position not
because we necessarily support the current policies
of CareFirst; but because we are very nuch

concerned about further deterioration of the health

services delivery and insurance system which | eaves

many people with inadequate and poor quality care.

We urge your office to play a strong role
in the regulation of the proposal, including
formul ati ng questions about inpact and

conmi ssi oni ng sound research to provide enpirica

answers to those questions.
We woul d expect these questions to address

long-term not sinmply inmediate, inpact upon the
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entire popul ation and the overall systems of health
care. And as your Maryland counterpart has done,
we ask that you investigate the current

conpensati on of CareFirst managerment and directors,

and consider their financial incentives to propose
and shepherd this conversion.

As ot her organi zations this evening will
descri be, although over time CareFirst and other

Bl ues have increasingly behaved in a way that

resembles for-profit insurers, it is not in the
best interests of the public to allow CareFirst to
abdicate its original role as an organi zation
notivated by non-profit values and | ocal comunity

i nterests.

At a time of econom ¢ downturn, when nany
are |losing jobs and benefits and nunbers of

uni nsured and under-insured are increasing, it is

nore inportant than ever to have a locally-controlled non-

profit insurer of last resort.

We ask that your office investigate ways
of encouraging CareFirst's managenent to live up to

its mandate; not to elimnate that mandate.
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CareFirst's retreat fromthe Medicaid and Medicare
HMO markets in Maryland, and its apparent |ack of
interest in the District's Medicaid market, are not

socially responsible positions. |If this is the

response of CareFirst as a not-for-profit, what
m ght we expect if conversion is approved?

There is no convincing evidence that
CareFirst must convert and sell or merge to renmain

vi abl e. Rather, based upon several independent

anal yses, CareFirst has a good market share, an

i ncreasi ng nunber of subscribers, a good reputation
relative to |l ocal conpetitors, and nore than
sufficient surplus. |It's a viable organization

In general, the avail able evidence

i ndi cates that health services and health insurers
operated by for-profit organizations do not conpare
well with that provided by non-profits.

As the American Public Health Association

has noted, conversions fromnon-profit to for-profit are

associated with intense conpetition--primarily in terms of
price--for market share, and

conpetition for equity capital to finance
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expansi ons; all of which engender pressure for
maj or cost reduction and cost shifting. And it's
delivery of care, not marketing and adm nistrative

costs, where the for-profit health insurers | ook

for cost cutting.

The public health community has a
particul ar concern here, in that anecdotal evidence
in other areas suggests that for-profit insurers

and for-profit providers nmay seek to shift costs

for health screening and other preventive services
to the public sector.

For exanple, local health departments, as
does the District Departnment of Health, typically

provi de services such as inmunizations, schoo

health, STD and H V testing, famly planning, |ead
poi soni ng screeni ng, breast and cervical cancer
screening, to the general public. These are
supported in large part by federal funds, and are

primarily intended for those with very limted

access to preventive health care.
But to the extent that an insurer or

providers in a network do not offer these services
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to their enrollees and clients, or that they under-reinburse
for them and instead, for exanple,
recommend that their patients go to the |oca

heal th departnent to get such a service, this puts

additional stress on the public system resulting
in fewer resources for popul ati on-based prevention
efforts.
Anot her area, as an exanple, in which for-profits

generally tend to performin a |less

socially responsible way is conpliance with public
health reporting requirements and cooperating with
i nformati on and data for health planning on a
systens-wi de | evel.

From a stakehol der--rather than a

st ockhol der - - perspective, \Well Point's performance
with regard to nmedical loss ratio, investnments in
infrastructure, and conpensation to executives,

does not conpare favorably with that of CareFirst.

For exanple, the Maryland group Health

Care For Al used information presented in
CareFirst's and Wl |l Point's annual reports to show

that CareFirst's nedical loss ratio is 90, conpared



to 80 for Well Point, over a three-year period.
As consuners, residents, and providers, it
is in our best interests to have a higher

proportion of resources spent on health services.

VWhen deci sions are nade to spend | ess on health
services, it usually results in a reduction in
caregiver tine that's spent with individua
patients, substitution of |ess-skilled staff,

reducti on of staff overall, and reduced spendi ng on

supplies.

A for-profit conmpany such as WellPoint is
accountable to its stockhol ders.

COW SSI ONER M REL:  Ms. McCall, one nore

m nut e.

MS. McCALL: Ckay. So | will leave this
with you, so that you will see our other reasons
for opposing this.

COW SSI ONER M REL:  You have a ful

mnute. You can take it if you like. Ckay.

MS. McCALL: Well, 1'Il stop here. Thank
you.

COW SSI ONER M REL: kay. Thank you very
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much, Ms. McCall. W will read the entire
testi nmony.
Dr. Eliot Sorel.

STATEMENT OF ELIOT SOREL, M D., PRESI DENT,

MEDI CAL SOCI ETY OF THE DI STRI CT OF COLUMBI A
DR. SOREL: Conmi ssioner Mrel, good
evening. W welconme the opportunity to present our
position on this very inportant decision that

you're about to nake. |'mhere as the president of

the Medi cal Society of the District of Colunbia,
representing 2,500 physicians, nedical students;
and al so, speaking on behalf of our patients that
t hese several thousand physicians serve.

We strongly oppose the proposed conversion

and sale of CareFirst-Blue Cross/Blue Shield, for a
nunber of reasons. W believe overall, though

this is going to be bad for patients, and bad for
the community. And therefore, we are very clear in

opposing it.

The reasons for opposing it are the
fol |l owi ng:

If CareFirst is allowed to beconme publicly



traded, the dollars that should be spent on patient
care will be diverted to the stockhol ders. W know
that as independent not-for-profit Blues plans have

consol i dated and gone for-profit el sewhere, the

amount of noney spent on health care has
di m ni shed, as the lady testified before ne.

Where does it go? Usually, it goes into
t he pockets of the stockholders. As the costs of

critical technol ogy and pharnaceuticals rise, any

decline in dollars spent on patient care can spel
di saster.

Second, decisions about our region's
health care here have to be made here. | think

Washi ngton, D.C. is a very special conmunity. |

don't believe there is any other comunity like it
anywhere in the United States. And no one living
in California knows exactly what is needed here.

We, the patients and the doctors of this city, know

best what is needed here.

We have a tough tine even now with Bl ue
Cross/Blue Shield. It will be even a tougher tine,

should it be involving conpanies far away.
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Three, despite its clainms to the contrary,
CareFirst does not need WllPoint, or Wall Street,
for their capital needs. CareFirst already is the

predom nant carrier here, and they have nore than

$700 million in reserves.

Four, any foundations funded by a one-tine
distribution of the estimted val ue of CareFirst
woul d not serve the public interest in the |ong

term | think the suggestion of |ooking at the

projections long termthat was nade earlier is very
i mportant.

It is this issue about which the Medica
Society is nost enphatic, M. Mrel. W urge you

not only to deny CareFirst's application to go

public, but to require that it behave |ike the

i nsurer of last resort that for years it has been
required to be by law, but has not been in
practice. |If legislation is needed to acconplish

this, so be it.

It's interesting that the chief executive
of ficer of the Blue Cross conpany |local, WIIiam

Jews, said recently, "W have not been, nor are we,

38



39
the insurer of last resort."” Quite frankly, ny
col l eagues and | were surprised that he finally
adnm tted what we have conpl ai ned about for years.

After all, CareFirst has yanked its

coverage of individuals and small groups, shut down
its HMO for Medicare patients, wal ked away fromits
HMO for Medicaid beneficiaries--All of this while
instituting double-digit prem umincreases and

amassing a staggering $700 million in reserves.

I was not only surprised by his adm ssion,
| was appal | ed, because CareFirst and the conpanies
it conprises have for years been sheltered from
paying mllions and mllions of dollars in incone

and prenmiumtaxes in exchange for serving as the

insurers of last resort. Yet M. Jews brazenly
states, "W have not been, nor are we, the insurer
of last resort." 1In this quid pro quo scenari o,
CareFirst got the quid; but where is the quo?

One final comment before | close: M.

Mrel, | believe you are an honorable man and wil |
proceed with intelligence, energy, and good

intentions, as you continue through what will no
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doubt be an exhaustive and exhausting process.
| also believe that you can do only what
the law all ows you to do. And we believe that D.C.

| aws governi ng the conversion are inadequate to

ensure that the decision you ultimately make wl|l
be profoundly based in what is in the best public
interest.

| believe that our conmunity woul d benefit

from-and that therefore you would wel cone--and |'m

certain our community would benefit from

| egi sl ati on which woul d strengthen and nore clearly
define your role in this and likely future
applications for conversions and sal es.

We therefore support |egislation, draft

| egi sl ation, that woul d, anbng other provisions,
pl ace hi gher standards for approval of such a
conversion and sale. The Medical Society is an
active participant in the CareFirst Wtch

Coalition, and will work with the D.C. Council to

ensure passage of such | egislation
In closing, because health care preniuns

shoul d be devoted to patients, and not to
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st ockhol der profits; because health care decisions
shoul d be nmade | ocally; and because CareFirst does
not need an infusion of funds from California or

VWall Street to remmin healthy--even dom nant--insuring this

mar ket ; and because any proceeds from

a CareFirst conversion and sale would not begin
even to address the ongoi ng needs of persons
requiring the presence of an insurer of |ast

resort--For all of these reasons, the Medica

Society of the District of Colunbia believes that
conversions in general, and this conversion sale in
particul ar, are unwi se at best.

But, of course, you don't have to take ny

word for it. It's there in the excellent Abel

Foundati on report authored by econom st Carl
Schramm It's there in the words and actions of
the Maryl and General Assenmbly. |It's there in the
cour ageous deci si on by Kansas Comi ssi oner

Kat heri ne Sebalius to deny the gluttonous Ant hem

Bl ue Cross/Blue Shield.
Sinmply put: M. Mrel, it's bad nedicine.

It's bad for our patients, especially for those



nost vul nerable, who testified this evening. And
it's bad for this community.
We urge you to deny the CareFirst-Wll Point

application. Thank you very much.

COW SSI ONER M REL:  Thank you.

[ Appl ause]

COW SSI ONER M REL: Please. Please. No
denonstrations.

Thank you, Dr. Sorel.

The next witness is M. A G Newnyer, II1.
M. Newnyer.
STATEMENT OF A. G NEWWER, 111, CHAI RVAN
THE FAI R CARE FOUNDATI ON, D. C.

MR, NEWMWER: Good eveni ng, Comni ssi oner

Mrel. 1'mTerry Newnyer, volunteer chairman of
The Fair Care Foundation. | am also a menber of
the steering commttee of CareFirst Watch, and have
recently been honored to be the first non-Ilawer

elected to the national board of The Appl eseed

Foundation. | appreciate ny chance to appear, and
nmy remarks represent the views only of Fair Care.

My prepared text describes Fair Care.
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Among ot her things, we help people navigate the
heal th i nsurance maze. Qur case work hei ghtened
our interest in our local Blues plan. W remain

startled, as we have been for years, at the stories

we hear every day from consumers about how they're
treated by the Blues, simlar to what you heard
this evening fromdoria Corn

At | east five years ago, we began to

wonder: Where are the regulators? The public

needs a strong regul ator because market incentives
obviously don't work with health insurance. Policy
hol ders need sonewhere to turn.

Tonight, we turn to you. W believe that

the CareFirst-WllPoint proposal is an affront to

the public interest that doesn't pass the "l augh
test." And now the national press is watching,
CareFirst is going to be the Aynpic Ganes of
conversions. The tine has cone to get it right.

Borrowing the title of the popul ar kids

TV show, | will offer three "Blues clues" to help
DISR do it right. First, | urge you personally to

study the record five years ago that led to the
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nmerger of the plans in our region and the creation
of CareFirst. | ask you personally to decide, with
20- 20 hi ndsi ght, what was true and whom you now

beli eve and trust.

The current application is not the
begi nning of a |ong process, as advertised. It's
the final few chapters in CareFirst's nulti-year
schene, described in the March 12t h Washi ngt on Post

article about Bill Jews. | quote, "He set it upto

be taken over. The goal has al ways been the sane:
To becone a for-profit conpany, and nmake hinsel f
rich in the process.”

Permit nme to paraphrase another quote,

this one fromWarren Buffett: To conpare the

regul ati on of our Blues plans to a sewer is an
insult--1t's an insult to sewage

Nowher e has the sewage been nore evident
than in the Barry adm nistration's review of the

Bl ues' nerger in 1997. But you decide. You read

the record. Do you now believe it was a "nerger"--a term
studi ously avoided at the time, since a

nerger is a formof conversion?
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Do you now believe that the val uation
snapshot was correct?
Do you now believe the testinony about how

the top managers would stay in place? Ws the ink

dry on that transcript before Larry d asscock took
mllions of dollars of charitable assets fromthe
D.C. plan and went to Anthen?

Do you now believe that the conditions are

being complied wth?

Fortunately, your letter of May 21st to
CareFirst's | obbyist puts a toe in the water of
pointing out the many failures to conply with the
condi ti ons.

Wi | e you study what was sai d under oath,

| urge you to focus on the testinony of the Blue
Cross board nenbers. They testified about the

i mportance of remmining not-for-profit, under |oca
control, and true to the historical mssion. M,

how t hey have changed their tune.

It does get a bit nurky trying to decide
whose sworn testinmony happens to be true. |f you

bel i eve that your predecessors handl ed the Bl ues



properly, please enjoy your reverie. Had they
gotten it right, we wouldn't be here. CareFirst,
born of regul atory sleight-of-hand, wouldn't exist

inits current form

Maybe you al so believe that your
col l eagues in Virginia handled the Trigon matter
properly. How could the Virginia regulators accept
$750 mllion a few years ago as the value of the

Bl ues, when the price nowis $4 billion? Now,

maybe the Bl ues managers are going to claimthat
they added $3-1/4 billion of value in a few years.
But obviously, Virginia blewit, |like so many ot her
states. So if you think Virginia handled it

properly, again, continue to enjoy your reverie.

Absent sone understandi ng of where the
truth Iies, and absent historical context, there is
no chance of getting it right this tinme.

Bl ues cl ues nunber two: M second

suggestion is that you look in the mrror, and

wonder al oud, as the consuner groups all do,
whet her you are sufficiently open-m nded and

i ndependent to be the guardian of the public trust.
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Sam Jordan of Health Care Now did us a
service by touching on these delicate issues |ast
week. When you told the Post, even before the

CareFirst application was filed, that you had a

hard tinme imagi ni ng why the proposal shouldn't go
t hrough, 1 believe your comment was truthful. |

heard you explain on April 8th it was taken out of
context. It may have been. | also think you were

telling the truth.

| was floored by your e-mail earlier this
nonth referring to the Maryland | egislation as
"onerous." Shall we shed a collective tear that
t he managenent of CareFirst can't get $33 million

in bonuses for selling sonething they don't own?

O that WellPoint has to pay for its purchase with
real noney, instead of paper? O that the burden

of proof is on the applicants? What's so onerous

about all of this?

Your April 4th letter to Chairman Cropp

was simlarly revealing. She asked if you woul d
consi der the extent to which CareFirst has been

carrying out its charitable and benevol ent m ssion
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as required by charter. First you said you had no
authority with respect to that charter because it's
federal; despite the fact that the first condition

in the 1997 nmerger order was that CareFirst nust

continue to be charitable and benevolent. Then you
sai d that you have no evidence of violation, but
you would investigate if you receive evidence.

Wl |, how about looking for it? If you

were the chief of police, would you get rid of the

patrol cars and wait for the evidence to be brought
to you?

Then you told Chairnman Cropp that the
proceedi ngs in other states had no specific

instructional value. Well, we beg to differ

And finally, with respect to the deficient
and silly application filed by CareFirst and
Vel | Point with you nonths ago, your letter of My
21 asks some of the right questions; but | believe

you shoul d have hel d your hearing and denied the

application.
Simlarly, with respect to your request

that the applicants file a draft anmended
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application, we do not believe it's your
departnment’'s role to hold the applicants' hands and
hel p them fine-tune their proposal. The public

interest will be served when you say "No."

|'ve heard you speak of the twin
responsibilities of your office to protect solvency
and policy holders. Well, if the Blues' solvency
is keeping you up at night, please go back to

sl eep. Reserves are reported to be well above

requi rements. CareFirst is earning about $100

mllion per year, even after the eye-popping

paynments to managenent, | obbyists, and so on
The time has come to focus on the

interests of consuners. You used to get paid to

represent the insurers. This tinme, let's focus on
the public interest.

So finally, let me outline a process that
m ght hel p your departnent get to the right answer.

The application cleverly acknow edges t hat

CareFirst has been run nore or less as a for-profit
i nsurer and has taken steps to abandon its

charitabl e, benevol ent nission, as you've heard al



night. Now the applicants want to be rewarded for
doi ng so by asserting that a conversion and nerger
woul dn't be a big change.

Here's the process that m ght work: Start

by determ ning what, as a non-profit, CareFirst
shoul d be doing for health care consuners in D.C
If the conpany earns $100 million a year that's not
needed for reserves and no | onger needed to fatten

up the conmpany for purchase, then the profits can

be invested in its charitable and benevol ent
m ssion across the jurisdictions.
Then, using net hodol ogy |ike the
Pri cewat er house study in Kansas, determ ne the

likely inpact on health access and care of

Wel | Point, given its obligation to sharehol ders and
its profit margins.

Conpare the two results. You'll begin to
get the right answers.

Then, determ ne the right valuation for

CareFirst. M. Mrel, if you believe that it's
$1.3 billion, you are part of a very small club

i ndeed. Next, determ ne the expected yield on the
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val uation and distribution for D.C. health care
that would result fromfull valuation going into a
f oundat i on.

If WellPoint's acquisition would | essen

health care access relative to a properly governed
CareFirst--and we believe that's obvious--and if
the foundation benefits for the residents are not
obvi ously and denonstrably greater than the inpact

of a properly governed CareFirst, then the proposa

is prejudicial to the public interest.

The phrase "properly governed" involves
appropriate regulation and, inportantly, a board
and nanagenment teamthat wants to do what the Bl ues

were chartered to do. CareFirst's board and

managenent, in ny view, has made itself clear

You know, | | ove noney, and | really hope
that M. Jews and his col |l eagues go sonewhere
they' Il be happy and make tens of mllions of

dollars each. | just don't want themto take

charitabl e assets fromthe public to do it.

[ Appl ause]
MR NEWWER: |'m al nost finished.



COW SSI ONER M REL: Pl ease, you're
cutting into the witness' tine.
You' ve got one minute left, M. Newnyer.

MR. NEWWER: Thanks. The applicants have

done a clever spin job in the press of acting as if
the Maryl and | egi slature took away the big bucks
for managenent. However, the bill outlaw ng the
conpl eti ng bonuses was a nere baby step. The big

benefit and private inurement, of course, is in the

enpl oyment agreenments adopted just before the
Vel | Poi nt deal was announced. These dollars make
the $33 mllion pale by comparison

As Mes van der Rohe said, "God is in the

details." The exhibits to the Hay Group testinony

give the details. The provisions for M. Jews and

his coll eagues are, | believe, unheard of, in terns

of shifting charitable assets to private parties.
Qur Corporation Counsel seenms to prefer

maki ng no waves prior to his confirmation hearing

for the bench. But to fail to challenge these
contracts is sinful, in nmy view

Two weeks ago, | called Dana Sheppard in
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your office, and asked if the personal deals for
Car eFi rst managenent had been subnitted to DI SR for
review. M. Sheppard said that this is governed by

fiduciary law generally, not by your office.

Three nore sentences. Thank you.

Now, | know it's fashionable to ignore the
conditions in the 1997 nmerger order, but keep in
m nd condition number 12, which says that you--you--have to

revi ew the executive conp. Tonight would

be a good place to start.

The Wl | Poi nt proposal should cause policy
makers throughout the mid-Atlantic region to wake
up and return the conpany to its roots. Despite

| ast Sunday's headline in the New York Tines, the

bi ggest prize in health care is not taking the
Bl ues plans away fromthe public. The biggest
prize in health care is decent health care

M. Mrel, you should protect it, by

saying "No" to CareFirst.

Thank you. | apol ogi ze for going over.

[ Appl ause]
COW SSI ONER M REL: Thank you. Pl ease,



no denonstrations. No denonstrations, please.
Respect the witnesses and what they say.
Thank you very much, M. Newryer.

Next we seemto have a duo: Robert Ml son

and Ray Sczudlo. Are you both going to testify
together, a tag tean? Wat is this?

MR, MALSON: Yes. We will be testifying
in tandem M. Chairnan.

COW SSIONER M REL: Okay. You're

wel cone. Pl ease proceed.
TESTI MONY OF ROBERT MALSON, PRESI DENT,
D. C. HOSPI TAL ASSCCI ATI ON [ DCHA] ;
RAYMOND SCZUDLO, CHAIR, AD HOC COWM TTEE ON

THE CAREFI RST CONVERSI ON, DCHA

MR. MALSON: Thank you very nuch. Good
evening, M. Mrel. |'m Robert Ml son, president
of the District of Colunbia Hospital Association.
And with me is Ray Sczudlo. He is the vice

presi dent and chief |egal officer of the Children's

Nati onal Medical Center, and chair of the DCHA s Ad
Hoc Committee on the CareFirst Conversion. M.

Sczudl o is here tonight in that latter capacity.



M. Chair, due to the tine limtations, |
woul d ask that our entire testinony be included in
the record, as if read. And we will summarize, in

order to stay within the tinme frane.

COW SSIONER M REL:  Yes. | appreciate
that very much. We will certainly read the whole
testi nmony.

MR. MALSON: All right. Do we get ten

m nut es each?

COW SSIONER M REL:  We will give you ten
m nutes each, if you want to take ten m nutes.

MR, MALSON: Well, we'll try to conpress
it. We'Ill do the best we can.

COW SSI ONER M REL:  CGood.

MR, MALSON: By way of background, DCHA
represents 18 hospitals, 16 in the District of
Colunbia and two in Maryland. Collectively, these
hospital s serve the entire Washington nmetropolitan

area, stretching beyond the District's borders well

into Maryland and Virginia.
District hospitals enploy over 22,000

people. They provide health care services to a
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wi de area of nearly two nmillion people. Each year
District hospitals have over 155,000 in-patient
admi ssi ons, over 70,000 anbul atory surgeries, and

over 400,000 energency roomvisits.

Most inmportantly, we estimate that about
15 to 20 percent of our patients--that is, about
23,000 patients, 11,000 out-patients, 55,000
emergency patients--are covered by a product

of fered by CareFirst Blue Cross/Blue Shield,

i ncl udi ng thousands of enpl oyees of the Federa
Governnent and t housands of senior citizens who
purchase CareFirst's Medigap policies to suppl enent
Medi care. Thus, the fate of CareFirst Blue

Cross/Blue Shield is of critical inportance to al

DCHA nenber hospitals and the patients we serve.

The DCHA board of directors, which
consists of the CECs of all of our hospitals, voted
on Decenber the 6th to oppose the CareFirst

conversion to for-profit status and the merger with

Vel | Poi nt Heal th NetworKks.
Their reasoning is summarized in a set of

principles that were adopted the same day. | would
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like to quote fromthat docunent:
"DCHA supports a region-based, financially
vi abl e non-profit insurer to work in partnership

wi th consuners, health care providers, governnent,

and business. This partnership is needed to offer
attractive insurance products to enpl oyers and

i ndi vi dual subscribers throughout the Washi ngton
metropolitan region, to maximze the availability

of health coverage to the greatest nunber of

i ndi vi dual s possible."

For District hospitals, this point cannot
be over enphasized. Every year for the past
decade, District hospitals have provided over $200

mllion in health care to the uninsured in our

service area. That is $2 billion in ten years.

The original Blue Cross charter called on
the insurer to nmeet the unique health needs of the
greatest number of area residents. Conversion to a

for-profit status will not acconplish this

requi renent, and our hospitals have a very rea
concern that the care they provide to uninsured

individuals will only increase if CareFirst has to



pay part of its revenue to stockholders. W have

al ready wi tnessed a shrinking of available

i nsurance products from CareFirst. It is unlikely
that a conversion and a nerger will inprove that
situation.

The result of our concerns would be one of
several negative consequences: increase in
prem ums, or reduction in provider payments.

If the deal is approved, CareFirst will be

forced to focus on its stockholders and their
satisfaction with the conpany's profits. The
easi est way to ensure higher profits is to raise
rates, or cut services, or a conbination of the

t wo.

Wi | e conpany officials have stated in
various public fora that premiuns will not
i ncrease, they have been unable to explain howthe
conversion and nerger with Well Point will provide

t he necessary benefits to stockhol ders. Although

the nmerger appears to indicate that the econom es
of scale will be possible, CareFirst officials

testified before the Maryl and insurance



comni ssi oner that there would be no consolidation
of offices and no reduction in the nunber of
CareFirst employees. Thus, it seens that there

will be no economes of scale; and thus, no

savi ngs.

The only way to provide benefits to
sharehol ders will be by raising premuns for
beneficiaries. The burden of such prem um hikes

will be on business and the beneficiaries. The

cost of premiumincreases can result in a |oss of
i nsurance for | owincome workers, either because
t he worker can no longer afford the premum or

because the business can no |longer afford to pay

the prem uns for the workers.

Additionally, it nmay also be that, while

i nsurance is paid for by the enpl oyer, the enployee

may not benefit fromthe insurance because of the

i ncreased cost of deductibles and co-paynents.
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There will be another way for CareFirst-WlI Point

to make enough profit to benefit
st ockhol ders, and that is by reduci ng paynments to

providers. For our District hospitals, whose



aggregate operating margin hovers below zero, this
woul d be a disastrous decision. |f paynents to
providers are reduced, this would jeopardize the

hospitals' ability to continue to provide $200

mllion in care to the uninsured. Access to care
would be linted, and the very viability of a
fragile hospital community would be in doubt.

Al most 20 percent of the District's

popul ation is uninsured. Strides have been nade in

the past two years to enfranchi se nore people in
public prograns. W congratulate the District
Government for expandi ng the Medicaid program and
for developing the D.C. Health Care Alliance to

provi de nore coverage to previously uninsured

i ndividuals. That is great news.

Unfortunately, the bad news is that the
CareFirst conversion and nerger is likely to
i ncrease the nunber of uninsured who will be

eligible for those prograns, burdening the city

with nore people who will need to take advantage of
Medi caid or the Alliance. The District is in

precarious financial condition already. An

60



addi ti onal group of uninsured persons whose health
care coverage would need to be paid for by the
District could be the deciding factor as to whet her

or not the city remains financially viable. The

Council of the District of Colunbia already had to
lead the fight to fund the Alliance fully for 2003.
If nore uninsured people are added to the
eligibility roles, the Alliance will need

addi ti onal funds.

VWi | e our DCHA board has expressed its
opposition to the CareFirst conversion and nerger,
the board also noted that if the deal is approved
in three jurisdictions, the value of CareFirst nust

be appropriately determ ned.

It is becoming clearer every day that the
$1.3 billion deal is absolutely under-valued, for a
nunber of reasons:

First, CareFirst has been the beneficiary

of "favored nation status" anpbng providers since

its inception.
Second, CareFirst's non-profit status has

provi ded special benefits for the conpany
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t hroughout its history.
Third, CareFirst has not provided
docunent ati on of how the price was derived; only

that financial advisors thought that it was a fair

deal

A conparison is hel pful to understand the
dollars now at stake for the D.C. residents. As
you know, Anthem the for-profit Blue Cross plan

based i n I ndiana, has proposed to purchase Trigon

Virginia's for-profit Blue Cross plan, for nearly
$3.8 billion. Trigon has one mllion fewer nenbers
t han CareFirst.

Even before this pending deal was

announced, DCHA was troubled by the $1.3 billion

price for CareFirst; but this conparison raises
even nore concern. Wile there may be sone

di fferences that can account for sonme of the much
hi gher proposed purchase price, we find it very

difficult to believe that there is a $2.5 billion

di fference between the two plans; especially one
that is only two-thirds the size.

We strongly urge you to have the CareFirst



application scrutinized by experts who can
determ ne the real value of the plan, accounting
for its non-profit history, understanding the

i ntangi bl e asset of the "Blue Cross" brand nane,

and conparing the recent deals in other
jurisdictions.

In addition to the appropriate eval uation
of the worth of CareFirst, the DCHA board has been

enphatic about the need for an effectively

devel oped health foundation to receive the funds if
the deal is approved.

Maryl and has had such a foundation for
several years. W all watched with many m sgi vi ngs

about the machi nati ons regardi ng the tobacco

noni es. Wthout a specific health foundation, the
limted benefits fromthe sale of CareFirst could
di sappear, in the sane way that the residents of
the District lost the potential benefits fromthe

t obacco settl enent.

Qur board believes that the District
cannot have a second incident of health care

dollars being lost to the public good. Wile we
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understand that the Corporation Counsel has the
primary responsibility for setting up the
foundation, if the deal is approved, we urge you to

follow the dollars very closely, so that those for

whom they are intended actually do receive the
benefit.

I would now |ike to turn the bal ance of
our testinony over to M. Sczudl o.

COW SSI ONER M REL: Thank you very much,

M. Mal son

M. Sczudl o, you have a full ten m nutes,
so pl ease proceed.

MR, SCZUDLG:  Thank you very nuch, M.

Mrel. M nane is Ray Sczudlo. That's spelled S-CZ-UDL-

O -Bet you wouldn't have guessed it.

At this time, | would like to explore sone
of the key questions that arise in the application
bef ore you:

Is CareFirst in Need of Rescue? Wile it

is true that a number of independent Bl ue Cross
pl ans have becone | ess than i ndependent, the

enroll ment in the Blues has grown by al nost 17
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mllion since 1994. There are currently 45
i ndependent Bl ue Cross plans operating across the
nati on, down from about 67.

Most of the nergers and acquisitions

bet ween and anong t he Bl ues occurred when the plans

were in financial trouble or on the verge of

bankruptcy. This is not the case with CareFirst.
According to the study conducted by Carl

Schramm for the Maryl and- based Abell Foundation

CareFirst has anple reserves that exceed the
m ni mum est abl i shed by the National Association of
I nsurance Conmi ssioners by nearly 500 percent. A
conversion to for-profit is not necessary to

protect either the conpany's assets or its narket

position, now or in the foreseeable future.

I's the Conversion in the Public Interest?
A lot has been said since the filing about whether
t he proposed conversion and nerger are in the

public interest. What goes into determning the

public interest?
Vell, let's look at the nobney. Wen a

conpany becones a for-profit entity, it is duty



bound to pay attention to its stockholders. This
fact of life is sinply not in the public interest
in this case, because it has to divide the pie into

three pieces rather than the two that currently

exist. As a non-profit, CareFirst pays providers
with the magjority of its premumdollars, and uses
the remainder to pay for admnistration such as
billing, clains processing, and the like. As a

for-profit corporation, CareFirst will be duty

bound to put sharehol der value--that is, profits--at the
very top of its list. In real terns, this

nmeans that the smaller percentage of prem um

dollars will go to health care.

At the present tinme, not-for-profit

CareFirst spends 88 percent of its total revenue on
health care services. For-profit WellPoint, the
proposed acquirer, spends only 75 percent of its
revenue on health care services. The difference is

what goes back to stockholders. And | ask you: |Is

this in the interest of the residents of the
District of Columbia? Is this in the interest of

t he hospitals and physicians who provide health



care services to the residents? |Is this in the
interest of the residents thenmsel ves? The answer,
we believe, clearly is: No.

DCHA bel i eves that the burden of proof in

any transaction that will have an inpact on the
conmunity should be on the applicant. It should
not be your responsibility to prove a negative.
The DCHA board is very clear on this point. It is

up to CareFirst and to Wl I Point to show that the

change in status of the largest insurer in the
District, Maryland, and Virginia will positively
affect the community. Failing this, the
application nust fail

The DCHA board's principles enmphasize the

need for the region to have a non-profit insurer
who works in partnership with the providers to
ensure appropriate rei nbursenent, so that the
providers can continue in business to provide

health care

At notine in our history is a partnership
with a non-profit insurer nore inportant than now,

with the closure of two hospitals within the
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District within the past year, and with the grow ng
nunber of patients w thout any type of insurance.
During its first 50 years of life, the old

Blue Cross of the National Capital Area worked

closely with those hospitals nost burdened by the
uni nsured, to nmake sure that they would remain
financially viable--again, to continue providing
care. Unfortunately, CareFirst has not been this

type of partner for many, many years.

DCHA bel i eves that an insurance plan that
pl aces the interest of stockhol ders before
beneficiaries will only jeopardize further the
heal t h--and perhaps the very existence--of

hospital s, whose collective mssionis to serve the

conmuni ty.

Before | close, | would like to point out
two very inmportant District-specific issues which
require your attention as well as the attention of

the Council, the Corporation Counsel, and every

resident. These issues have significant bearing on
how the District and its residents and providers

could be negatively affected if the deal is



appr oved.
The first issue is valuation. M. Ml son
and ot hers toni ght have spoken of this, but the

val uati on nmust be adequate for the | osses that will

be incurred by residents and providers in the

District of Colunmbia. The inportant point here,
t hat goes further than what has been stated, is
that there are, of course, three separate plans.

There is one plan before you. The sale

price--the 1.3 billion that is referred to--is
supposed to be an all-enconpassi ng anount to cover
these three conponents. This price tag in the
aggregate, we believe, is seriously under-val ued.

But it's very inportant to separately val ue and

|l ook at the plan in front of you.

The CareFirst plan in the District of
Col unbi a-- Group Health and Medi cal Services, Inc.--not
i ncludes beneficiaries in the District, in

Maryl and, and Virginia, it is the nost profitable

of the three plans in CareFirst, and has the
hi ghest reserves of the three: sone 260 million

conpared with Maryland's plan reserves of 234
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mllion, and the Del aware plan's reserves of 84
mllion. The per capita revenue enjoyed by
CareFirst fromthe District's plan is significantly

hi gher than that of Mryland or Del aware. You nust

not overlook this in the valuation process. It is
critical that you have a separate and conpl ete
val uation of the D.C. plan

In addition, rate setting in Maryland puts

the District of Colunbia and Del aware at a great

risk. As you know, Maryland insurers, no matter
who they are, pay the sane rates to individua
hospitals for the same care. Maryland is the only
state in the country with such a Medicaid wai ver

al l owi ng such a financing mechanism The Maryl and

Heal t h Servi ces Cost Review Conmi ssion sets the
rates that nust be paid by every insurer in the
state; no negotiation all owed.

Thus, even if the conversion/merger is

approved in all three jurisdictions, CareFirst wll

be required to continue to pay the sanme rates to
Maryl and hospitals as every other insurer. This

doesn't apply to the District. So harking back to
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the fact that there's now three clainms on CareFirst
noney, keeping in mnd that they cannot squeeze the
providers in Maryland, that |eaves the providers

and the rate payers in the District of Col unbia.

If we want to keep the volume of CareFirst
patients in the District, we would be forced to
accept lower rates. It puts the District hospitals
at a distinct disadvantage vis-a-vis Maryl and

hospitals. The viability of the city's

institutions will be placed further in jeopardy,
and access for all District residents, not just the
uni nsured, may become problematic. Thus, the
acquisition here will not resolve this problem

And as a result, it should be a key factor in your

deci si on.

There are, of course, nany other
guestions, so many questions that are raised by the
application. Just to touch on a few additi onal

guesti ons:

How wi || CareFirst officials assure you,
Cor poration Counsel, other city officials,

providers, and the conmunity, that the



conversion/merger will not result in higher
prem uns and decreased provider reinbursenents? O
nore precisely, | think the question is, how wll

you enforce this?

VWhat protections will be afforded to
subscribers to prevent cancellation and coverage
deni al s?

If, as was testified before the Maryl and

I nsurance Conmi ssioner and tonight, CareFirst wll

not | ose any enpl oyees or close any offices, in
order to remain local, how w |l these econom es of
scal e be achi eved?

VWhat | ocal |eadership will the District's

pl an have if the conversion/nerger is approved, and

how wi Il the | eadership be answerable to the public
interest?

Vel | Poi nt has a poor reputation wth
providers in California, according to a hospita

associ ati on survey. How would it be any different

in the District of Colunbia?
Why should the majority of the capita

clainmed to be needed by CareFirst be directed
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towards further acquisitions, as is stated in the
Accenture report, when CareFirst is already the
| argest health insurer in the region?

There are nmany questions, as |'ve said.

COW SSI ONER M REL: You' ve got one nore
m nute, M. Sczudl o.

MR SCZUDLG It is clear to hospitals and
patients that the proposed conversion and nerger is

not in the public interest. It will make it nore

difficult for individuals and enpl oyers to get
health care coverage, and it will put already
financially frail provider institutions in serious
j eopar dy.

A non-profit insurer is a key to

conprehensive health care delivery that will neet
t he needs of Maryland, D.C., and Del aware
conmuni ties. Thank you very much.

COW SSI ONER M REL:  Thank you, M.

Sczudl o. And thanks to all of the w tnesses for

being so careful about tinme. | really do
appreciate it.

The next witness is Steve Gammarino. M.



Gammari no?
STATEMENT OF STEVE GAMMARI NO
BLUE CROSS/ BLUE SHI ELD ASSQOCI ATI ON

MR. GAMVARI NO. Good evening. |'m Steve

Ganmari no, senior vice president at the Blue

Cross/Blue Shield Association. And | thank you for
the opportunity to appear before you to discuss the
proposed merger of CareFirst and how it relates to

t he Federal Empl oyees Health Benefits Program

Bl ue Cross/Blue Shield plans jointly
underwrite and deliver the governnent-w de service
benefit plan in the Federal Enployees Health
Benefits Program The service benefit plan has

been offered in the FEHBP since its inception in

1960, and it is the largest plan in the program
The service benefit plan currently covers
approximately four mllion federal enployees,
retirees, and their famlies.

CareFirst insures about 14 percent of al

lives covered under this health plan. CareFirst
has the | argest federal enployee enrollnent of the

Bl ue Cross/ Bl ue Shield companies participating in



the service benefit plan. For cal endar year 2000,
CareFirst processed nearly seven nillion FEP
clainms, for 281,000 contract hol ders.

These nunbers denonstrate | eadershi p anong

the Bl ues, which are the nunber-one choice for
federal enployees both in the District and around
the nation. CareFirst has 845 enpl oyees fully
dedicated to adninistration of the federal enployee

program

CareFirst recently received two honors
fromthe association: the coveted brand excell ence
award, and the high performance-1ow cost award for
its handling of the federal enployees program The

brand excell ence award is given to plans that

denonstrate traditional brand strengths while
provi di ng exceptional custoner service and solid
busi ness perfornmance.

This was the fourth consecutive year

CareFirst was selected for the FEP high

perfornmance-| ow cost plan award whi ch honors nenber
pl ans that provide excellent service to enroll ees.

The success evidenced by the nunbers |'ve
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just cited tonight shows the strengths of CareFirst
in the federal enployee program
The participating Blue Cross and Bl ue

Shield plans follow a variety of business nodels

i ncluding not-for-profit, for-profit, and nutual
conpanies. Wthin the Blue Cross/Blue Shield
systemthe | ocal plan determ nes the business
nodel . The associ ation sets standards |ocal plans

nmust neet regardl ess of the business nodel chosen

Qur experience has shown that selection of
a particular business nodel will not affect a
pl an's operation or enrollee satisfaction.
Therefore, we expect continued high |evels of

service to federal enrollees, should this

transacti on be approved.

The Bl ue Cross/Blue Shield Association has
been in partnership with the federal enployee
program for nore than 40 years. W have seen our

enrol |l ees consistently endorse the Blues generally,

and CareFirst specifically.
CareFirst service award winning and its

dedi cat ed enpl oyees are a key part of the service



benefits plan's enroll ee support system CareFirst
is a strong perforner, and the association believes
t he proposed conversion and nmerger will not change

that. Thank you.

COW SSI ONER M REL:  Thank you very much,
M. Ganmmari no.

The next witness is Todd Mller. |Is M.
M1l er here?

MR MLLER  Yes.

COW SSI ONER M REL:  You nmy proceed.
MR, M LLER. Thank you, Conmi ssioner.

Good eveni ng.
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STATEMENT OF TODD M LLER
EMPLOYEE BENEFI TS BROKER
M LLER AND SHOOK COMPANI ES

MR MLLER |'mTodd MIler, and I work

i n Washi ngton, D.C., as an enpl oyee benefits broker
for the MIler and Shook Conpanies. |[|'ve been
working in this regard for about seven years now,
havi ng taken over ny father's book of business that

he began with the Blues back in the ' 70s.

As part of conducting my business, |'ve
been foll owi ng the progress of the CareFirst
proposed conversion for the for-profit status and
the nmerger with the Well Point Health Networks.

My clients, obviously, are nmy prinmary

concern, as a professional in health care and
i nsurance, and I'minterested in the potentia
benefits for the small business enterprises, mny
custonmers. In fact, nmy client base is prinmarily

made up of associations and not-for-profits who

enpl oy between two and 50 people. So snal
busi ness heal th insurance coverage is, in fact, my

livelihood. And these organizations are also



i mportant to our comunity.
CareFirst is conmitted to serving the
smal | business market, and to growing it.

Providing health care benefits is critical to

attracting and keepi ng good enpl oyees and a heal t hy
| ocal econonmy. And CareFirst is the industry
| eader, | believe, in that market.

My attitude towards the proposed

conversion and nerger is that it affords an

opportunity to conbine the best of all worlds. |
know Wl | Point very well. [Its UNICARE division is
a very strong conpetitor of ours, wth outstanding
product offerings for groups for nmore than 50

people. CareFirst has an outstandi ng product for

groups two to 50. |If these two conpani es nerge,
they will have the highly conpetitive coverage of
the entire small business arena.

This prospect seens to ne to be good for

t he conpany, and good for conpetitive coverage and

for pricing in the D.C. comunity.
Let me tell you a little bit about what mny

clients need, and what | try to provide. Snal



busi nesses in this day and age worry about
attracting and keepi ng good enpl oyees, and they
worry about their costs. The CareFirst Bl ue

Preferred PPO for snmall business is by far the best

product, hands down. |In the District marketpl ace,
fromthat standpoint, there's not another carrier

t hat probably conmes within 20 percent of their

pricing.

For that reason, the CareFirst Bl ue
Preferred PPOis about all that | sell. The
coverage is outstanding. It's a network of

physi ci ans that include al nbst any doctor a person
nm ght be able to go to, and provides a person the

ability to self-refer to a specialist without the

use of gatekeepers.

And it's a Blues product. The "Bl ues"
nane carries a lot of weight with the customers and
t he enpl oyees. The area needs a strong Bl ues

conpany that is competitive with other nationa

insurers that operate in our region. Strong Bl ues
wi Il preserve the proposed conversion and the

mer ger .
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Plus, as a broker, | like the fact that
we' ve been doi ng business with the sane insurance
conpany for so many years. As | nentioned, mny

father began the busi ness about 20 years ago, in

dealing with Blue Cross and Blue Shield of the
Nati onal Capital Area

CareFirst has continued to sell through
brokers, which we're particularly grateful for.

The conpany has been a very good partner of ours.

And the nerger turned a previously weak Blues plan
in Maryland and D.C. into a strong consoli dated

Bl ues conpany. Affiliation resulted in nore than
4.4 mllion in savings through reduced

adm ni strative expenses, vendor consolidation, and

i nproved profitability.

CareFirst has said that this nmerger could
be good for our conmunity, in terms of better
customer service, nore choices in insurance

product, and a slower rate of increase in health

i nsurance prem uns.
The nerger al so provides an opportunity to

invest mllions of dollars for the sale into



charitabl e foundations that could nmeet sone of our
conmunity's unnet health care needs. Across the
country, such trusts are proving to be effective

tools for addressing society's health care needs.

About 139 groups exist, with nore than 15 billion

in assets, disbursing nore than 750 mllion a year

The potential good for our community
shoul d be carefully thought through. And the

est abl i shed process, which includes hearings |like

this one, will help to do that. Thank you for your

time.
COW SSI ONER M REL:  Thank you, M.
MIler

Ms. Ethel Weisser. AmI| pronouncing it

correctly? GCkay. M. Wisser, do you want to

stand, or would you rather sit?

M5. WEISSER: No, I'll be fine over here.

COW SSI ONER M REL:  Ckay.

STATEMENT OF ETHEL WEI SSER

GRAY PANTHERS OF METROPOLI TAN WASHI NGTON
MS. VEI SSER My name is Ethel Weisser

and | represent the Metropolitan Area G ay
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Panthers. Also with me are two other nenbers of
the board of trustees, and that is Rosemarie Flynn,
who really is acting chair, and Geral dine Britain,

who is our treasurer.

I would like to take this tinme to commend
the Metropolitan Washi ngton Public Health Committee
[sic] for its wonderful pertinent statenent, and
also a lot of the remarks of M. Newryer of the

Fair Care organization.

I"ve lived a long time, and |'ve seen
enornous changes in the health care delivery
system And | think the npost significant, big | ook
at health care delivery started in the 1930s.

That's when you had the organi zati on of trade

uni ons who then began to negotiate with their

enpl oyers for health care benefits. So you begin
to have al so the connection between health care
benefits and trade unions.

In addition, the large--including

mai nt enance wor kers and shi p-buil di ng workers.
Kai ser ship-building plans were started. G oup

Heal th was started as a nedical co-op. Puget Sound
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Medi cal Co-op was started. Any nunber of small
organi zati ons--The mne workers, for exanple, set
up their own clinics, and w thdrew from what were

then the offerings of the organi zed nedica

pr of essi on.

In addition, it was Blue Cross that was
started in 1937. It started with federal funding.
The 1930s were the years--as | say, with the New

Deal legislation and Franklin D. Roosevelt as

Presi dent - -when health care became on the American
agenda. And federal noney--and | think sone state
noney, as well--was put into the formation of Blue
Cross. Blue Shield didn't start until two and a

hal f or three years later. And again, it started

wi th federal funding.

The health care industry has never been
financially independent. The Hill-Burton Act built
nost of the hospitals in this area. And then, of

course, as we canme to the '50s, we began to have

the conversion to HMOs; to the intrusion of
i nsurance conpani es on deci sions of health care

nmaki ng; and the kind of what is now the terns used:
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"markets," "products." | mean, when | hear of a
"health care product,” | feel |like a stock issue or
somet hi ng, you know, other than a human being. And

yet, the whol e purpose of nedical care is to take

care of people.

| mean, this is an Anerican need. It's
like breathing air. W all need nedical care. It
is certainly out of the ordinary to introduce

profits to an entity like taking care of the

public.

And one of the things, for exanple, in the
District that has nmade this such a bad area for
health care delivery is the infant nortality rate.

We're still--The United States is still pretty high

on the infant nortality rate for the world. And
the District particularly has had that problem for
a long tine.

So here we are, dealing with not only the

conversion to profiteering by Blue Cross and Bl ue

Shield, which it has done anyway--Bl ue Shield and
Blue Cross were the first to throw out its

Medi care-Pl us plan; throw an enornous nunber of



peopl e out onto the market, if you will, to find
new places. And thank goodness that Kai ser
Per manente took themin. And Kaiser Permanente is

still a non-profit. | hope it stays that way. And

though it is part of big medical care delivery--I

nean, plenty of insurance and benefit restrictions

in the Kaiser Permanente plans--it is still non-profit.

there's still hope for the

rei ntroduction of an ethical standard in the

medi cal prof ession.

I think this is sonething that we have to
really cope with. And |I'mhoping, M. Mrel, that
you will take into account that health care is not

a for-profit kind of industry. It is not an

i ndustry, to begin wth.

It does, it's true, take many years of
study and practice to become a very good physician
But it doesn't take that long to be a good

admi ni strator, or a CEO operator, to siphon off the

kind of funds.
And | am seeing, with the devel opnent of

Wl | Poi nt taking over--Again, as a matter of fact,
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in hearing after hearing on the HIl, in hearing
after hearing in the local area jurisdictions, we
decry the influence of insurance conmpanies in

maki ng health care decisions. W want the doctors

to make the health care decisions. W don't want
i nsurance conpanies. And to allow that to happen
here, and to allow profiteering in this kind of
area of public concern, is really an obscenity.

And | think it's time that you stood for

the ethics, the appropriate ethics, involved in
delivering health care.

We are giving you a statement that will
expand our position a little bit nore. But | think

it's tinme that the authorities in the D.C

Governnent, as well as elsewhere--and a little bit

nore has been done in Maryland than here in D.C. --

rei ntroduce what is an ethical program a non-profiteering
ki nd of program one that doesn't suck

nmoney fromthe American public in the way that

doctors have so far and the plans have so far
Thank you.

COW SSI ONER M REL:  Thank you.



[ Appl ause]
COW SSI ONER M REL: Pl ease. Pl ease.

Pl ease.

Thank you, Ms. Weisser. And thank you in

particular for that brief history, which is very
hel pful. Especially when you lived through it, so
you can talk fromdirect experience. | appreciate
t hat .

The next witness is Rolando Andrewn. |'m

not sure |'m pronouncing that correctly. Andrewn?
M. Andrewn, please conme to the podium
STATEMENT OF ROLANDO ANDREWW
EXECUTI VE DI RECTOR, AMERI CAN LUNG ASSOCI ATl ON

OF THE DI STRI CT OF COLUMBI A

MR, ANDREWN: Thank you. They usually
don't make these mkes tall enough for sonebody
6'9". We'Il make adjustnments.

COW SSI ONER M REL: M. Andrewn, woul d

you prefer to sit down?

MR, ANDREWN: No. |'mperfectly fine
st andi ng up.

COW SSI ONER M REL:  Ckay.
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MR. ANDREWN: And | want to bring
greetings fromthe Anerican Lung Association, and
fromDr. Bailus Wl ker, our board chair. And as we

say, when you can't breathe, nothing el se matters.

And 1'd |ike everybody in here to take a
deep breath--and exhale. Very good. That sort of
eases things.

And the American Lung Association, nowin

its one hundredth year, is here to testify and

provi de our support for CareFirst's conversion.

And let ne tell you why we are supporting this.
First, | want to talk a little bit--And

again, you have the testinony, and I will expand

sone of ny testinony. First, | want to talk a

little bit about the existence of major health
needs in Washington, D.C.; in particular, health
needs that deal with [ung di sease such as ast hma,
chronic bronchitis, enphysema, |ung cancer

And unfortunately, D.C ranks very high in

many of these diseases. And it's high tinme that we
start naking noves and start making strides towards

addressing sone of these issues. And the Anerican



Lung Associ ation has been doing so, at |east since
the | ast one hundred years; especially dealing with
tubercul osis, and now dealing with the asthma

epidemc with the creation of D.C. Asthma

Coal i tion.

| want to say that CareFirst has supported
our efforts by providing a $30,000 grant to the
Ameri can Lung Association to carry out its "Open

Ai rways for School s" program a programwhich is

very much needed in the third- and fourth-grade

| evel s, where kids are suffering fromasthm and
the asthma problemis running ranpant in terms of
n smanagemnent .

So the Anerican Lung Associ ation, through

this grant, has been able to introduce the program
to many schools in the District, and has been able
to graduate kids in the third- and fourth-grade

levels in "Qpen Airways." As a result of this, the

outcome is that kids who have gone through the

program have ni ssed | ess school days; have mi ssed
less tine going to the emergency roons with their

parents; which indeed translates into success and



nore productivity for these kids.
CareFirst is also in discussion with us
toward supporting our second annual D.C. Asthnma

wal k, "Blow the Wistle on Asthma," which is going

to be held at the National Mll on Septenber 28th.
So in terns of supporting the Lung

Association and its efforts to combat |ung di sease,

CareFirst has been a corporate citizen and been a

supporter of our efforts.

Now, let me turn to the conversion of
CareFirst and purchase by Well Point Health
Net works. As this purchase happens, it will create
a trust fund of over $400 million. The interest on

this trust fund will be used for nuch-needed

servi ces, prograns, and interventions in the
conmuni ty.

We're | ooking at tens of mllions of
dollars going into the community to address

probl ems; not only in asthma, but things like

probl ens such as di abetes, cancer, Hepatitis, you
know, all sorts of different issues that exist and

that are not being properly addressed today.

91



So we are in support of this conversion
because we believe that with this trust fund we can
make a difference. Unfortunately, we had the

m sfortune of having the tobacco trust fund not

being properly distributed. Hopefully, we can get
at least $2 mllion this year fromthe trust fund
t owar ds addressi ng tobacco i ssues.

But just imagine, if we have $20 nmillion

addressing issues of health in the District.

I magi ne the infusion that will make, in termnms of
the problens that we have. W, unfortunately, rank
last in many, many different categories, and we
wonder why. Well, sone of the reason may be

attributed to lack of proper health care. And

again, this will help to nake that happen.
And so, I'min support of this conversion
and hopefully, you will decide equally. Thank you.
COW SSI ONER M REL: Thank you very much.

The next witness is Wnifred WIIiams. I's

Ms. WIIlianms here?
[ No Response]

COW SSIONER M REL: | f not, JoAnn Pearson
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Knox? Welcone, Ms. Knox.
MS. KNOX: Thank you.
COW SSI ONER M REL:  You have to pull it

down [referring to the speaker's m crophone]. Six-foot-nine

is pretty tall.
M5. KNOX: Yes. | have a hard tine
conpeting with that.
STATEMENT OF JOANN PEARSON KNOX

NORTHERN VI RG NI A ACCESS

TO HEALTH CARE CONSCORTI UM
MS. KNOX: My name is JoAnn Pearson Knox,
and | amprivileged to be the co-chair of the
Northern Virginia Access to Health Care Consortium

And |'mhere to remind you, as |I'm sure soneone did

| ast week, that northern Virginia is a part of
this, also.

Qur consortium consists of over 40 public
and private health care providers and consuners and

| ocal foundations that work on behal f of the

uni nsured and under-served popul ations in our
jurisdictions.

Many of our menbers provide services--often in an



epi sodi ¢ manner--to sone of the nore
t han 200, 000 northern Virgi nians who are uninsured.
The best thing that coul d happen to us, however, is

not nmore noney to provide services to nore

uni nsured persons. The best thing that could
happen to us, and to northern Virginia as a whole,
is a reduction in the nunber of people who are

uni nsur ed.

Anyt hing that may | ead to greater nunbers

of persons being uninsured is bad for northern
Virginians. Anything that can help reduce the
nunber of persons who are uni nsured woul d be good.
Qur experience supports those studi es show ng that

it is conprehensive coverage and regul ar care, not

epi sodi ¢ and urgent care, which makes a difference
in health status and outcones for people.

We were not surprised by the study
rel eased | ast week show ng undi agnosed conditi ons,

untreated conditions and ill nesses, and substantia

premature death for the uninsured. It is
essential, therefore, to get nore, not |ess, people

i nsur ed.
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In northern Virginia, few of the uninsured
are unenployed or in famlies where no one is
enpl oyed. Mbost are not in poverty. They are

enpl oyed. They are hard-worki ng. They have nodest

i ncomes. They are in the service sector, in
construction, or owners of small businesses. Their
enpl oyers do not provide them health insurance
coverage. They have difficulty affording the

coverage that mght be avail able.

For these northern Virginians, concepts
such as individual plans, open enrollnment, and
conmunity rating may sound foreign; particularly if
English is not their first |anguage. But they are

vital to providing an opportunity for health

i nsurance. |If these options are avail abl e,
prograns can be devel oped to increase insurance
coverage in the region. Wthout them it would be
nmore difficult.

We recogni ze that often some conversions

or sales of Blue Cross plans have included
conmitments or requirenents to maintain some of the

products that non-stock corporations have offered.
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Those commitnments and conditions, however, are
time-limted. They do not carry over to the next
sale. They merely delay when insurance options for

those with the nost difficulty obtaining it will be

reduced.

We have sonme recent experience in
Virginia, as you've heard. When Blue Cross/Bl ue
Shield of Virginia converted to Trigon, one of the

selling points was that it would remain a Virginia

entity. Now it is proposing to be sold to Ant hem
VWhen GHVBlI nerged with the Maryl and Bl ue
Cross plans, one of the selling points was that
this merger would protect its status as a non-profit, and

that there was no intention to go for-profit. Now we have

the current proposal before
us.

Regardl ess of good-faith comm tnents and
conditions placed on any transaction, the

conversion of CareFirst to a for-profit and its

sale to Well Point would risk long-termloss of a
critical insurance option for those needing the

system that a non-stock corporation provides.
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It is virtually certain that over tinme it
woul d be less likely that those not in a major
group plan woul d have the type of affordable access

to health insurance that they need.

| thank you for the opportunity to conment
at this session, especially in view of the fact
that we're not going to be able to nake coments to
the Virginia comm ssioner. As you know, the

Vi rgi ni a Conm ssioner of |nsurance has determ ned

that, because GHVSlI is domiciled in the District,
responsibility for approval or denial of this
transaction is being deferred to you.

It is therefore critical--and we ask--for

the wel | bei ng of northern Virginians and those in

the District, that you request a thorough health

i npact study to be done, and that the study nust

i nclude the inpact this sale will have on lives of
northern Virginians. Thank you.

COW SSI ONER M REL:  Thank you, Ms. Knox.

[ Appl ause]
COW SSI ONER M REL: Pl ease. Please. And

Ms. Knox, as | told your colleague |ast week, | am



very mndful of ny responsibility to the people of
northern Virginia who are GHVSI policy hol ders, and
I will give themall the care I'mgiving to people

inthe District of Colunbia. So thank you for

conmi ng here tonight.

MS. KNOX: Thank you.

COW SSI ONER M REL: The next witness is
Walter Smith. M. Smith.

STATEMENT OF WALTER SM TH

D. C. APPLESEED CENTER
MR SM TH  Good evening. |'mWalter
Smith, Executive Director of the D.C Appl eseed
Center.

D.C. Appleseed' s essential position

remains as it was when we submitted extensive
conments to you in our March 6th letter. That
position is that you should not approve the
proposed conversion and sale of CareFirst, unless

CareFirst and Wl |l Poi nt show that their proposal is

in the public interest.
Qur viewis that they have not cone cl ose

to making that showing. |In fact, our viewis that
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t hey have not established any of the three key
propositions that they advance in their January
11th filing with you:

First, that CareFirst needs to convert and

sell itself to remain viable;

Second, that the conversion and sale wl|
have a positive inmpact on the availability,
accessibility, and affordability of health care

coverage in the National Capital area; and

Third, that any harmfromthe sale and

conversion will be nmore than conpensated for by a
foundation that will receive the D.C. plan's share
of the 1.3 billion sales price for the conpany.

Now, we take it, fromyour May 21 letter

that you sent to CareFirst, that you're largely in
agreenment with the position we have advanced. And
then you directed CareFirst and Well Point to submt
det ai |l ed evi dence supporting their key propositions

when they file an anmended and restated application

in July.
In Iight of your May 21 letter and ot her

recent events, what we would like to do now is add
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some suggestions to you concerning steps you m ght
t ake beyond those in your May 21 letter. And if |
don't get through all of them you'll have it in

the witten testinony.

First, inlight of the $4 billion bid
Ant hem has nade for Trigon, and the obvious inpact
that bid has on the fair valuation of CareFirst, we
t hi nk you shoul d consider directing CareFirst to

denonstrate how its valuation analysis is affected

by the Trigon-Ant hem deal

Second, in light of the sworn testinony
fromthe chair of the CareFirst board at the recent
heari ng before Comm ssioner Larson--which | believe

Ms. Gallant repeated tonight--that the proposed

transaction--and now |' mgoing to quote fromthe
testinmony--"will slowthe rate of increases in

prem ums, " you shoul d specifically direct that
evi dence supporting that claimbe included in the

amended filing.

Third, in light of Accenture's crucia
claimthat Well Point would be unable to raise

prem uns after the conversion and sal e because it



woul d | ack market power to do so, you should direct
t hat evi dence supporting that claimbe produced.
Fourth, we remain very concerned that no

specific infornmation has yet been provided

concerning WellPoint's plans for open enrollnent in
the District. W believe such information should
be included in any anended filing. And we would
invite you to consider the specific questions we

raised in our March 6th letter to you on those

points; in particular, questions 26 and 28 through
31, attached to our letter

Fifth, and sinilarly, we remain concerned
about how the need to serve shareholders will

af fect prem uns, administrative ratios, nedica

| oss ratios, after the conversion and nmerger. No
dat a have been provided on these issues, and we

t hi nk they shoul d be pointedly addressed in the
amended filing. And in that regard, we would

invite your attention to question 33, attached to

our March 6th letter.
Si xt h, because CareFirst has placed so

much wei ght on the proposition that a foundation
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will be created to address any harmto the
conmunity, we believe CareFirst should include in
its anended filing any analysis it has done

concerning the effectiveness of foundations in

other jurisdictions to address those harms.
Seventh, as we said in our March 6th

letter, we think it's very inportant that CareFirst

denonstrate its conmpliance with all of the

conditions in your Decenber 1997 order--that is,

t he order of your predecessor--approving the nerger
of the Maryland and D.C. pl ans.

W recogni ze that your March 21 letter has
focused on certain of those conditions, but we

think all of themare inportant as a neasurenent of

CareFirst's ability and willingness to neet any
conditions you place on the proposed conversion and
nmer ger now before you.

That is why we think CareFirst should be

required to show its conpliance with all the

conditions inposed in your order. But if that is
not done, then there are two conditions in

particular that we think should be addressed in
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CareFirst's amended filing. And they've both been
touched on tonight, but let nme repeat them
The first is the requirenent in conditions

one and nine of that order, requiring CareFirst to

continue to abide by the explicit requirenent in
GHVSI's federal charter requiring it to function as
"a charitable and benevolent institution." It is
not at all clear to us that CareFirst has met that

condition. And if it has, it should show how it

has.

COW SSIONER M REL: " GHWVSI " [ pronounced
"iinsie"] is GHMS1?

MR SMTH. Yes. That's our short form

|"msaving tine.

COW SSIONER M REL: |'ve never heard it
called that before. Thank you.

MR SMTH  Qur March 6th information
requests have probed this particular issue in

qgquestions 22 through 24, 37, 39, and 46. And there

we specifically inquired about CareFirst's
accunul ati on of substantial surpluses, and how

t hose surpluses have furthered its charitable and
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benevol ent obligations.
In addition, in |ight of the considerable
testinmony over CareFirst's executive conmpensation

package, we believe you should direct that

CareFirst showits conmpliance with condition 12 of
the 1997 order. That condition required, as you
know, anobng ot her things, that change of contro
conpensation be justified by an i ndependent

consul tant confirm ng that that conpensation is

consistent with contracts "in simlar non-profit
settings."

Finally, we'd like to bring to your
attention the need to put in place nechanisns for

ensuring that the public, public interest groups

such as D.C. Appl eseed, and coalitions such as
CareFirst Watch, will have access to the data they
need to assess whet her the proposal before you is
in the public interest.

As you know, in our March 6th letter we

list the data we thought we would need to fairly
assess the proposal. And as you nmay know, we have

nmet with counsel for Well Point and CareFirst, and
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we have enphasized to themthe inportance of our
acquiring such data.
They have indicated an interest in working

with us to provide the data. However, if they

choose not to do so, we will then need to seek your
assistance in acquiring that data. In our view,

nei ther you nor we can ask i ndependent experts to
assess whether this proposal is in the public

i nterest wi thout obtaining the necessary data from

CareFirst and Wl | Point.

Their experts obviously had such data to
do their studies. W now need such data to do our
own studies. W believe CareFirst and Wl | Poi nt

recogni ze this to be so. And since our studies

nust begin i mediately, if they are to be ready for
t he hearings you have planned later this year, we
hope to receive the necessary data shortly. And if
we do not, we will be seeking your assistance in

doi ng so.

Thank you for holding this hearing
tonight, for planning the future hearings in which

the public may participate, and for taking steps
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that are necessary to ensure that the public
interest is fully protected in these proceedings.
| thank you.

COW SSI ONER M REL: Thank you very much,

M. Smith.

[ Appl ause]

COW SSI ONER M REL: Pl ease. The next
witness is Dr. Robert Cosby. Dr. Cosby?

STATEMENT OF ROBERT L. COSBY, PH.D.

EXECUTI VE DI RECTOR, NON PROFI T CLI NI C CONSORTI UM
DR COSBY: Commissioner Mrel, M.
Johnson, M. Monroe, good evening. M nane is
Robert Cosby, and | amthe Executive Director of

the Non Profit Clinic Consortiumhere in

Washi ngton, D.C. "NPCC," as we refer to it,
represents 14 agencies now, and 35 health clinic
sites in the District of Col unbia.

These non-profit nei ghborhood-based heal th

clinics provide essential primary health care and

what we call "wap-around services" for al nost 30
percent of the under-served and two-thirds of the

uni nsured here in the District of Col unbia.



107
Typically, our NPCC patients are those that are
uni nsured, under-insured, inmgrants, and the
honel ess.

NPCC opposes the sal e of CareFirst-Blue

Cross/Blue Shield to WellPoint Health Networks, and

I will tell you why. Despite the |ogical and well-rehearsed
presentations of |eaders from CareFirst,

| respectfully liken CareFirst's sale to an anal ogy

of selling our collective souls for a pot of gruel

It smells good; |ooks good on the surface; but
underneath, there is not much there to sustain or
nouri sh the comunity.

If the deal is really that good, why not

i ncrease the sale by four tines, to reflect the

true cost of care for the four jurisdictions that
nmust provide care to those that may | ose i nsurance?

If this sale noves forward, the | oss for
many nay not be i mediate. The checks for

executives will have cleared at that point. There

will be, in all fairness to WellPoint, other
i nsurance products avail able to consumers--Sorry

about the "products" comrent.
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Unfortunately, what is not said is that
what won't be shared is the long-termhigh cost to
the conmunity, in terms of consuners that will be

saddl ed with higher prem unms, and the conmunity

t hat rmust bear the cost of providing care for those
who are unable to be insured.

Put sinply, the offer by Well Point
Net works is not a good deal for the District of

Colunbia. | believe that you will see that there

is substance to nmy testinmony in why | am saying
t hat .

First, non-profit to for-profit status, as
you' ve heard throughout this evening, and certainly

in last Thursday's testinony--The sale froma non-profit to

for-profit corporation will create |ess

choice for eligible persons seeking health care and
for those currently insured by CareFirst-Blue
Cross/Blue Shield. | can say in ny fanmly we are

CareFirst-Blue Cross/Blue Shield recipients.

Responsibility to the comunity is |ost.
So second, | believe there is a fundanental

responsibility to the community to provide



af fordabl e health care as a condition of its tax-exenpt
status. This obviously, | believe, will be
| ost, given the WellPoint goals and

responsibilities to its shareholders. You've heard

that as well.

The potential nunber of uninsured is to
i ncrease. NPCC represents primary health care
clinics that provide this care to the under-served

and uni nsured. And we believe that the sale

therein will create nore uninsured, who will be
seeking care at non-profit clinics |ike ours.
Burdeni ng an already fragile and over-taxed health
care safety net and delivery systemw || further

destabilize the system so as to cost the District

nore noney long-term and nake the District
responsi ble for residents unable to afford
i nsur ance.

Just to give you an exanple of how

difficult that can be, you only need | ook at the

closure nost recently of D.C. General and the
creation of a health care systemthat's supposed to

replace it. And | think the verdict is still out
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as to our relative success there. W're working
towards success, but | think that that verdict is
still out.

In addition, the sale potentially creates

probl ems for taxpayers, in that residents that were
able to potentially pay taxes may be less likely to
do so. And where CareFirst has an obligation to be
a good nei ghbor, WellPoint is responsible to those

in the State of California, not the District of

Col unbi a or Maryland or Del aware or portions of
northern Virginia.

And previous testinony by residents of
northern Virginia bears witness to this phenonmenon,

citing the Trigon sale as the npst recent exanple--or

potential sale, | should say--of the corporate
nergers at the expense of consuners.

VWhere NPCC recogni zes that health care for
t he under-served does not hold much wei ght when

conpared to the lure of dollars, | can say that

these dollars nmay provide short-termfinancial gain
to the District and substantial profit for a few,

at the expense of health care for hard-working
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persons, including the poor and ol der persons.
Therefore, we oppose the sale of CareFirst
as detrimental to the D.C. comunity. | don't

di sparage CareFirst |eaders for wanting to push

this deal through, or the enlightened self-interest
of some executives to receive a big payday if they
get the deal done. However, it would appear to ne
that North Carolina, South Carolina, Ceorgia,

M ssouri, Kansas, California, and now Virginia, to

mention but a few, have sone experience with these
"conversion blues.” Wiile the songs may be sad,
the bottomline is that costs to conmunities are
greater.

"Conversion foundation" is a relatively

new termof |less than ten years. And it's been
added to our lexicon and to comunities |ike ours
as they enbrace the sale of non-profit
corporations. The results have consistently

pointed to long-termincreases in costs to

CONSUners.
By allowing this sale to nmove forward, we

are approving of what | call the Adam Smith
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"invisible hand" econom c approach to the
mar ket pl ace to decide the fate of too many people.
To say we are sorry later on just isn't acceptable.

Is this in the public interest?

Establ i shing a foundation with the current
sal e proceeds which could provide sonewhere in the
nei ghbor hood of $400 million to the District is
per haps very good. But this one-time windfall, if

used appropriately, could provide help for

approximately five to seven years. |In present
val ue, when controlling for inflation, this $400
mllion r really is a lot |ess.

So if we put this into a conversion

foundati on, that perhaps could help even nore

years--maybe, let's say, three, five, maybe even
seven. But you've heard the nunmbers in terns of
the costs for care.
Current research shows that foundations--Like the

Schramm report points to how they can't

afford to pay in the long termfor direct services
or ongoing care. So on behalf of the providers of

care for the under-served and the uninsured, | can
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say that this Adam Snmith "invisible hand" is really
like what 1'Il call "an iron fist in a velvet
gl ove."

This conversion creates |ots nore probl ens

than solutions for the under-served in the District
of Colunbia. It doesn't do nuch for ol der persons,
ei ther, or hard-working persons in need of

af f ordabl e health i nsurance.

So |'masking you to do the right thing:

To | ook at these issues carefully, and to see the
i npact on the conmunity.

The District's goal, | believe, is one to
be able to work towards the creation of an

i ntegrated health care delivery system And

whereas | know that's not your responsibility, |
bel i eve that you have sone responsibility in making
certain that there are appropriate insurance
vehicles to support that delivery system

A healthy comunity includes persons that

can afford adequate health care, with insurance
options that are affordable. CareFirst has an

obligation to the conmunity. And we need your
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| eadershi p as a conmi ssioner, and certainly your
col | eagues, to weigh in on the nerits.
If you can weigh the nerits of this, the

District will need to build nore continuity of care

and to have providers and residents within the
conmuni ty that understand how care can be found and
used. This should include insurance products that
are affordable.

Al of my research, and that of many

ot hers on the subject of conversions of this type,
point to a history of nore expensive insurance,
with fewer options.

Thi s conversion does not benefit the

consuner, as we see it, or our clinics, or the

District of Colunbia. Please don't allowthis
fast-nmoney opportunity--that benefits Wall Street,
that benefits CareFirst executives--to sway your
thinking. Qur recomendation is to reject this

conver si on proposal

Thank you for the opportunity to listen to
what |'ve had to say, and | hope that you will give

this serious consideration. Thank you.



COW SSI ONER M REL:  Thank you very much,
Dr. Cosby. | appreciate your being here.

[ Appl ause]

COW SSI ONER M REL: Pl ease. Pl ease,

pl ease, please.
Patricia Thonpson. |Is Ms. Thonpson here?
MS. VILLEDROUIN: She's not here, but I'm
presenting for her.

COW SSIONER M REL:  Ckay. If you will

identify yourself, please proceed.
STATEMENT OF MARY TI TUS VI LLEDROUI N
PRQIECT DI RECTOR, ALLI ANCE FOR FAI RNESS
I N REFORMS TO MEDI CAI D [ AFFI RM

MS. VILLEDROQUIN. Sure. Good evening,

Commi ssioner Mrel, M. Johnson, and M. Monroe.

Thank you for allowing ne to testify on behal f of
Pat Thonpson. M nane is Mary Titus Vill edrouin,
and | amthe project director for the Alliance for

Fairness in Reforns to Medi cai d.

COW SSIONER M REL: Can | ask you to
spell that, please, for the purpose of the record?

MS. VILLEDROUIN: Al so known as "AFFIRM "
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AF-F-I-RM-"M as in "Medicaid."
COW SSIONER M REL:  No, it's your name we
want you to spell.

V5. VILLEDROU N. My nane?

COW SSIONER M REL:  Yes. So we will get
it right on the record.

MS. VILLEDROUIN: V-1-L-L-EED RO UI-N.

|'"mgoing to be very brief, because |I'm

al so extrenely nervous and cold. So |I'mjust going

to give you a brief sunmary--
COW SSI ONER M REL: Sorry about the cold.
M5. VILLEDROUIN. --and ask that the whole
statenment be admitted for the public record.

COW SSI ONER M REL:  Certainly.

MS. VILLEDROQUIN. AFFIRMis a non-profit,
consuner - based advocacy organi zati on that works
with the District of Colunbia residents, other
conmuni ty- based organi zati ons, and | ocal governnment

agencies, to ensure that District of Colunbia

consuners are provided with fair, quality, and
af fordabl e health care.

The Alliance for Fairness in Reforns to
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Medi cai d opposes the conversion of CareFirst to
for-profit status, for the foll owi ng reasons:
There is no convincing evidence that's

submtted by Blue Cross/Blue Shield that a

conversion is in the public interest. Nor is there

a reason thus far presented that it is essentia

for CareFirst to convert to maintain viability.
Nunber two, a conversion would nore than

likely increase prem unms, especially for individua

subscribers, persons with pre-existing conditions,
and smal | enpl oyers; and woul d thereby increase the
nunber of the uninsured and under-insured in the

Di strict of Col unbia.

Car eFi rst should be constrained to foll ow

its traditional nmandate: the basis for which
CareFirst was granted tax benefits over a |ong
period of time. It was to serve the medical needs
of the public, especially individuals who are

unable to afford care. A for-profit health plan in

the District is not mandated to have an open
enrol | ment program

According to the Accenture report provided



by CareFirst, as of Novenmber 2001 there were only
678 individuals insured under the open enroll nment
program for the District of Columnbia Bl ue

Cross/ Bl ue Shield; and as such, the District of

Col unbi a Blue Cross/Blue Shield did not conply or
operate as the "insurer of last resort.” |In other
states, such as Maryl and, Blue Cross/Blue Shield
has traditionally been the "insurer of | ast

resort." Wth the change in status, there is no

guarantee of an open enroll ment program

AFFI RM did not agree with the evidence
provi ded by CareFirst and Wl Il Point, because these
argunents have not proved to be in the best

interests of the citizens of the District of

Col unbi a.

In addition, AFFIRMis unable to identify
the "true" valuation of the CareFirst hol di ngs that
woul d adversely affect the District and its

resi dents. Thank you.

COW SSI ONER M REL: Thank you very much.
| appreciate that. W will |look at your conplete

record, your conplete testinony.
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MS. VI LLEDROUIN:  Thank you.
COW SSI ONER M REL: kay. The next
person on ny list is Gegory New |Is M. New here?

Ckay.

MR. NEW | appreciate the fact that you
slipped e in.

COW SSI ONER M REL: Wl |, we found that
you had indeed e-mmiled us, and we regret that you

were |left off the original |ist.

MR, NEW Yes. | actually got a
confirmation, | think dated May the 13th.
STATEMENT OF GREGORY NEW
PRESI DENT, D.C. FEDERATI ON OF Cl VI C ASSQOCI ATI ONS

MR. NEW Good evening. | am Gregory New-that's

N-E-W as in "New York"--President of the
D.C. Federation of Civic Associations, an
organi zati on of nore than 40 nei ghbor hood
associations in the District of Colunbia. |'mhere

to express the federation's opposition to the

conversion of CareFirst-Blue Cross/Blue Shield to a
for-profit corporation and sale to Wl l Point,

because it would be bad for our conmunity.
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We believe CareFirst should instead be
required to return to inplenenting its origina
m ssion as a not-for-profit insurer of last resort.

We wi sh to nake the follow ng five points:

The original Blue Cross/Blue Shield was
i ncorporated and received inportant tax concessions
as a not-for-profit entity to provide comunity-based health
i nsurance for all our citizens. The

concessions were especially based on the obligation

to take care of particularly vul nerable individuals
who have no other access to health insurance; that
is, they receive consideration because it was
supposed to be the insurer of |ast resort.

In recent years, it has strayed fromthis

m ssion, and has been acting as if it were a
profit-seeking entity. Not only would CareFirst be
required to remain a not-for-profit company; but
also, it should be required to returnto its

m ssion as our not-for-profit insurer of |ast

resort.
Bl ue Cross/Blue Shield and its

predecessors, the separate Blue Cross/Blue Shield
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plans for the National Capital Area, Maryland, and
Del awar e, have been sheltered from paying tens of
mllions of dollars in income and prem umtaxes, in

exchange for providing insurance for individuals

and groups that woul d otherw se be uni nsurabl e.

In recent years, CareFirst has turned back
on our nost vulnerable citizens. |t has
unil aterally discontinued coverage for nany

i ndi viduals and small groups; closed down its HMO

for Medicare patients; wal ked away fromits HMO for
Medi cai d recipients.

At the same tinme, it inplenented double-digit
prem um i ncreases, and anmassed 700 mllion in

reserves. A large portion of these funds should

have been spent on health care for which it
received tax concessions.

Two, if CareFirst becones publicly traded,
dol lars that should be spent on patient care wll

be diverted to stockholders. A recent study showed

that as the independent non-profit Blues plans have
consol i dated and become profit-seeking, the

proportion of premiuns that go to patient care has
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decreased an average of 10 percent. \Where did the
noney go? To managenent, and to sharehol ders.
We respectfully submit that any further

decline in the dollars spent on patient care in the

District of Colunmbia will result in disaster
Three, CareFirst nmaintains that if the

deal is allowed to go forward, it would turn over

its net worth--some $1.3 billion--to the three

jurisdictions where it does business: Del awnare,

Maryl and, and Washington, D.C. W have heard
credible reports that this figure represents a
serious under-estimation of the true value of this
very healthy conmpany. It is thus inperative that

t he I nsurance Comm ssioner order an independent

full audit and valuation at once, even before he
begi ns his deliberation

But even if the $1.3 billion were
accurate, we suggest that a sound not-for-profit

CareFirst that continued as the true insurer of

| ast resort would better serve the District.
Four, decisions about the region's |argest

health care plan should be nade in the region, and



not three time zones away. You can see that we
don't believe the assurance of your first wtness.
We think that the profit notive would put the power

in the hands of the congl onerate at the top, and

not of the subsidiaries down bel ow

Al'l health care decisions, |ike al
politics, are local. Managenent of congl onerates
is not notoriously local. Managers in Thousand

OGaks, California are not |likely to have the

interests of the District citizens forenpst in
their mnds; especially when their main concern
will be for their bonuses and the dividends to
st ockhol ders.

Five, CareFirst claims that it needs

Wel | Point's investnent capital to becone nore
efficient and conpetitive, and to grow. This claim
woul d be funny, if it were not so vexatious.
CareFirst has nore than 700 mllion in reserve,

wel | in excess of the statutory requirenents. It

has just made nmassive capital inprovenents inits
conputer system CareFirst already is the dom nant

insurer in this market. It sinply does not need to
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get any richer, or any bigger, or any better
endowed, to serve our citizens appropriately.
In summary, we oppose the privatization of

CareFirst-Blue Cross/Blue Shield, whether or not it

sells itself to another conpany. W also oppose
the sale of CareFirst to a geographically renote
entity.

We hope you, the I nsurance Conmi ssioner

will order CareFirst to resune inplenenting its

m ssion as the insurer of the last resort for the
citizens of the District of Colunbia.

And in closing, 1'd like to thank you for
schedul i ng these hearings in the evening, to allow

people to attend. Thank you.

COW SSI ONER M REL: Thank you very much,

The next witness is A Silver. s M.
Silver here?

MR SILVER Yes, | am sir

COW SSIONER M REL: Yes. Ckay. Welcone.
STATEMENT OF AL Sl LVER

MR SILVER Yes, sir. M. Chairnan
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board, ny name is Alan Silver, S-I-L-V-E-R | live
in Upper Marl boro, Maryland. And |I've been a
i censed insurance broker for over 25 years.

| feel one thing that gives me a little

perspective that isn't bad is | took a sabbatica
fromthe insurance business for 18 years; kept ny
license active; always knew I'd go back into one of
the finest professions; came back |ast May. \What

gives me a certain perspective is, | truly see the

forest, and | haven't been stuck in the trees.
This is an interesting situation that you
have. |'ve been listening all evening. And one

thing that | find very distressing is that

testinmony presented hereto has described the non-profit

conpany called "CareFirst" having prem um

i ncreases of two to 250 percent in the |ast few
years. And | have no reason to doubt the validity
of the previous testinony.

| constantly hear non-profit is better

than profit, because profit works for sharehol ders.
If this were the case, every ship being built in

America would be built by the Departrment of the
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Navy, and not private enterprise. There are schoo
systenms right now throughout this nation that are
being run by profit over non-profit.

I would subnit to everyone here, non-profit does

not mean | ess expensive. Non-profit

doesn't mean better service. It means there's an
IRS format the end of the year that's filled out
called "non-profit."

When | |istened to doctors that have been

up here tal ki ng about medi cal costs--and Wl | Poi nt
pays 75 percent, has been the figure bantered
around; and CareFirst about 85--1 don't know what
t hat nmeans, because | know 25 percent of the costs

are drugs. | keep hearing doctors in hospitals.

But a |l arge conpany does bargain better wth drug
manuf act urers.

Thi s company, WellPoint, as many of you
m ght know, is the first conpany that took on the

drug people, and basically said that Allegra--and

can't renmenber offhand the other drug--should not
be sold as prescription; that that's a terrible

injustice. The FDA took up the challenge, and we



now have that those drugs are goi ng over-the-counter

was Vel lPoint didit, not a non-profit group; not a
conmi ssion in any state.

It was a profit notive. WellPoint said

it: "We will save $36 million a year," was the
quote in the Washington Post. | have no reason to
doubt that. Was that good for everyone? | believe

so. Especially, | have some asthmatics in ny

househol d.

| think that the fallacy constantly I|'ve
heard is: profit neans the shareholders. | would
submit to you, the only way the sharehol ders are
going to nake a penny is if that conpany does a

fine job. If they don't service the market and the

people, they won't nake a profit to sharehol ders.
The conpany will be out of business. So to equate
that profit is negative in this area called "health
care,” | don't think is real

| could better find nmyself arguing that

non-profit is worse in delivery, because of culture
and attitude. But | don't have to argue that.

That God, that's not ny job.
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But | can point out a sinmple thing. 1've

dealt with both conpanies since | came back into

t he business. | have over 40 cases in about eight
nmonths with CareFirst, small business--like M.
MIler who talked earlier. | have a fewwth

Wel | Point's subsidiary, called "Unicare," in

northern Virginia.
And | will tell you a few things. One,

Unicare's price for small groups is | ess expensive

than CareFirst's in the sane area. Cee. Howis
this conmpany working for shareholders in California
able to sell conparable products for less, if | go
by what |'ve heard tonight? That | can tell you is

a fact, and I'mgoing to | eave a copy.
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Now, it's not oranges-to-oranges, apples-apples,

because they don't sell the same products.
| would tell you that the Unicare one is a PPO and
the CareFirst is an HMO. That makes that CareFirst

shoul d have been | ess expensive, in what is good

pricing. So though there are sone differences,

it's pretty accurate.

I can also tell you, dealing with Unicare--And | et



me preface this. CareFirst has sone
excell ent people. It is not nmy position to stand
here and denounce them |[|'ve heard a lot of that.

| amfascinated by telling us all that's wong,

"But we don't want themsold." \What do you want?

I can tell you that CareFirst does certain

t hi ngs- -

[ Statement From Audi ence Memnber - -1 naudi bl e. ]

MR, SILVER. Ah, no, | was up in Canada

for a long time. No, thank you.

CareFirst does a |lot of things correctly.
But so does Unicare. But Unicare seens to be nore
responsive to the clients. They've been voted

three years in a row, Wl lPoint, as the best

managed care conpany in health by "Forbes"

nagazi ne.

| can tell you that whenever | call, | get

a response. | cannot say that's the sane with

CareFirst. Do | think that's profit versus non-profit?

won't make that step. But | do know

that you get the phones answered. And if you want
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to provide care, that is so critical to everyone
i nvol ved.
| can also tell you that it is ny

understanding in northern Virginia | NOVA has been

gi ven the contract to handl e Medi caid and Medicare
in the northern Virginia area, and they turned to
Wl | Point's conpany, called "NCPPO, " to be the

adm nistrator. They didn't turn to CareFirst, who

sells in northern Virginia. They didn't turn to

Aetna. They asked NCPPO, who's owned 80 percent by
Vel Point, to administer. Now, that tells ne that
the hospitals and doctors of northern Virginia
respect that conpany, in terns of its ability to

handl e cl ai n6 and pay.

So again, |I'mnot a professional on this.
I"'monly here to say that, one, | don't think it's
legitimate to say profit means the stockhol der
first. | believe profit nmeans the clients first,

so the stockhol ders can nmake their rightful return.

| also believe that when you | ook at
drugs--which take up a good 20 to 25 percent of

costs of health delivery--larger, unfortunately, is
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better. They do get things cheaper. The sane
product we know sells for |ess by buying by |arge
bul k.

And they are a very aggressive conpany in

dealing with this. So therefore, maybe their

i ncreases in nedical outlay is [sic] for
efficiency, know edge, and ability. | don't know.
But | do know, where they do conpete, they are |ess

expensive. And | would tell you, it's the sane

thing with their personal policies.

| thank you for allowing ne the tine to
speak. | leave this little--which I will gladly
i nform anyone where they draw it off.

COW SSI ONER M REL:  Thank you, M.

Silver. Thank you for com ng down from Upper
Mar | bor o.
Ula Barrow? |s Ms. Barrow here?
V5. BARROW  Yes.

COW SSI ONER M REL:  Yes.
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STATEMENT OF URLA BARROW
COVMUNI TY MEDI CAL CARE
MS. BARROW Thank you, and good eveni ng

My nane is Ula Barrow, and | amthe Executive

Director of Community Medical Care. W are a
smal |, faith-based health center that has served
| ow-i nconme residents of Washington, D.C., for the
past 24 years.

My heal th center opposes the proposed

conversion of CareFirst-Blue Cross/Blue Shield to a
non-profit [sic] status, and a subsequent
acquisition or nerger with Well Point Health

Net wor ks of California, because this is ultimtely

not in the best interests of the patients that we

serve.

My objection is based on the fact that |
remai n unconvi nced that there is anything in this
proposal that pronmptes the public interest. This

is a conversion that benefits only Wl Point

shar ehol ders and CareFirst executives.
Conmuni ty Medi cal Care believes that, due

to the control that WellPoint will exercise over
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CareFirst, it is highly probable that the
conversion would |i kewi se have a negative effect,
in that CareFirst will not maintain its origina

charitabl e mssion and public service val ues.

If this nerger is allowed to take place, |
see a future for ny health center with an increased

nurmber of uni nsured and under-insured to serve,

since they will not be able to afford increased
prem uns--and premuns will increase; if not
i medi ately, eventually. This will drain the

already very limted resources of nmy health center
| see residents with prior existing
condi tions, chronic illnesses, and individua

policy hol ders being shuffled around; having to

deal with levels of denial issues, disputed clainms,
and generally suffering under this system because
of loss of coverage.

St udi es of conversions around the country

conducted by a nunber of health industry analysts

and ot her independents have concl uded that
conversions in other states have not had a positive

i npact for the public or for providers.



My heal th center questions the notives of
CareFirst senior executives. These questions need
to be subject to intensive exani nation and anal ysis

by the Ofice of the Conmm ssioner, the Corporation

Counsel, and the District elected officials.

The community has received no expl anation
for the 1.3 mllion sale price negotiated by
CareFirst and Well Point. Wen Virginia s Trigon

announced the agreenment to the acquisition by

Ant hem at a higher price than CareFirst, while
serving fewer subscribers, CareFirst-Wll Point

of fered the public no satisfactory response. W
bel i eve there are a nunmber of gray areas which need

to be explained, in the interest of credibility,

regarding this transaction.

Conmunity Medical Care is in the process
of moving its health center to Ward Five from Ward
Two, after 24 years of service. This is a

conmunity that easily qualifies as a health

prof essi onal shortage area and a nedically under-served

area. The health indices are appalling for

t he uni nsured and the under-insured, and for al
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lowincone fanmilies. This ward ranks highest in
the death of HHV AIDS and in infant nortality.
It is recorded that over 18,000 people in

the U S. die frompreventabl e di seases because they

[ ack insurance; but conversions are now bei ng
acconpani ed by increases in premumcosts. It is
critical to the health centers that formthe safety
net, such as Community Medical Care--and |'m one of

the health centers that make up the Non Profit

Cinic Consortiumthat Dr. Cosby heads up. It's
critical for all lowincone patients to be heard.

We are the ones that survive on shoestring
budgets, while serving everyone who wal ks t hrough

our doors. W are the ones who take | ess than

conpetitive salaries, and work twice as hard to
keep our doors open. W ask you to take the kind
of decision that would conpl ement our efforts to
provi de affordabl e, high-quality, accessible health

care services and fairness for all the health care

consuners. Thank you.
COW SSI ONER M REL:  Thank you very much,

Ms. Barrow. | appreciate your com ng down.



And | appreciate, all of those of you who

are still here, for staying. | knowit's getting
late, but we'll move right along. | think we're on
schedul e.

Pet er Espenschied? I|'msorry, did

nm spronounce it?
MR, ESPENSCHI ED: Espenschi ed.
STATEMENT OF PETER ESPENSCHI ED

MR, ESPENSCHI ED: M nane is Peter

Espenschied. | am a founding menber of the
Conmmunity Council for the Honel ess at Friendship

Pl ace, and a nmenber of its board of directors. |
am co-chai rman of the consunmer affairs commttee of

Advi sory Nei ghbor hood Conmi ssion 3C--C evel and

Par k, Woodl ey Park, MlLean Gardens. And |I'm al so
vice president of the Cleveland Park Citizens

Associ ation. None of these entities has taken a
position on this matter, so | amtestifying today

only as an individual

The D.C. Commi ssioner of |nsurance nust
deci de whether it is in the public interest to

allow CareFirst to convert to a for-profit
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corporation and be acquired by Well Point Health
Net wor ks, I ncorporated, of California.
It is a sad state of affairs when a

proposal like this one nust be treated as a serious

public issue, as though there were real advantages
and di sadvant ages on each side to be carefully

wei ghed and considered. This is not an issue.

VWhat the I nsurance Conmi ssioner has before himis a

thinly-veiled effort to license a private feeding

frenzy at the public trough.

This is a proposal that can well be judged
by the conpany it keeps. There is no independent
responsi bl e body of opinion that favors it. Views

rangi ng from skepticismto condemation are held by

dozens of well-credential ed groups who see it for
what it is: a plan toraid the till of a large
non-profit organization that performs a vita
public function.

The efforts to pressure the state and

District comm ssioners have focused on the claim
that if CareFirst is sold now, it will get top

dol l ar; whereas, if not sold now, so-called
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"industry consolidation" will somehow force
CareFirst to later convert and be sold at a cheaper
price. The Comm ssioner needs to closely question

how i ndustry consolidation will force CareFirst to

do anyt hing, and anal yze the quantitative nodel, if
there is one, on which this claimis based.

The enbarrassing rational es that have been
of fered by the prompters of this schenme in order to

identify it with the public good show us how

anbi ti ous dreanms can conprom se the intellectua
faculties of otherw se reasonable nmen. Can anyone
take seriously the proposition that by taking a

| ayer of profit out of the conpany's prem um

i ncome, one will inprove the benefits available to

policy holders, or inprove the financial stability
of the insurer?

For an insurance company, the conversion
to for-profit neans addi ng a whol e new cl ass of

beneficiaries--that is, the new stockhol ders--who

nust be paid out of the existing prem umincone.
O course, that generates an inmedi ate pressure to

raise the premuns. The Insurance Conm ssioner



then hears that he nust allow the premuns to be
rai sed so that stockholders can get a "fair return
on their investnent."

This is a purified archetype of corporate

wel fare: the poor subsidizing the rich
I f CareFirst becones Well Point, then two
t hi ngs happen, inevitably:
One, the policy holders who are allowed to

remain will pay higher premuns, or receive |esser

benefits, or both;

Two, the governnment will receive a pot of
nmoney with which it will have to find the neans to
becorme, in one way or another, the new insurer of

| ast resort for all those dropped, now or |ater, by

Wel | Point, and for whomthere is no place else to
go. Wen that nobney runs out, what happens to
t hen?

Does any good come out of all that? Only

for the insiders, who would profit fromit. Wuld

there be a harmto the public? dearly, yes. Can
this deal be honestly characterized as being in the

public interest? dearly, no.
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A nice perspective on the conversi on was
of fered in January by Del egate M chael Busch of
Annapolis. He said, "This snmells |like bad fish.

W' re tal ki ng about having our insurer of |ast

resort sold off to a conpany that's three tine
zones away. Tell me, how can that be good for
Maryl and?" We shoul d ask: How can that be good
for D.C. ?

In February, the Kansas insurance

conmi ssi oner di sapproved the proposed acqui sition

of Blue Cross and Bl ue Shield of Kansas by a for-profit
conpany, as not in the public interest.

We're not in Kansas, but we can profit from her

exanpl e. Thank you.

COW SSI ONER M REL: Thank you very much.
The | ast person on the list is Bob Peck.
I will then go back and see if some of the ones who
were not here before would Iike to testify, and

then, if we have sone tine, anyone else who is here

who wants to testify. Bob Peck?
[ No Response]

COW SSIONER M REL:  Well, then, let me go



back and see if M. Durant is here. Guy Durant?
MR, DURANT: M nane is Guy Durant. |
didn't create any witten statenent, but | have a

witten outline. | could give it to you.

COW SSI ONER M REL: That woul d be fine;
or if you want to use the outline and create one

after the fact and get it to us. Either way is

fine.
MR, DURANT: Ckay.
STATEMENT OF GUY DURANT
MR, DURANT: I'mglad that | cane. First
of all, thank you, M. Chairnman and panel menbers,
for allowing me to speak. | apologize for being

late. But | have enjoyed everything |'ve heard.

There's been so many good speakers, |'mnot sure |
could add much content. | guess what |I'madding is
t he phil osophy at this point.

I"'mvery grateful that | was able to cone

after M. Silver. And I'll try to only use five

mnutes, if possible. Basically, | want to answer
M. Silver directly. And the way | want to do

that, he tal ked about how he didn't think the
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profit nodel was going to be a problem And
actual ly, he thought the profit nodel and being a
for-profit corporation mght actually help the

si tuation.

And to that, I'd like to answer directly:
Rent the video "Wall Street." W' ve heard that
argunent before. In the novie "Wall Street,”
you'll see M chael Douglas say, "Greed is good."

Very persuasive. He does a great job. If you've

never seen that nmovie, |I'd advise you to rent it.
He sits up in a board neeting, where everybody is
wei ghi ng sonet hing very inmportant about a nerger,
or sone kind of takeover--1 think it was a hostile

t akeover in that novie. And he nakes the argunent

that "Greed is good."
And | won't repeat it all here, because
the enotional inmpact of it is very well done in

that novie. And that's basically what M. Silver

was saying. He was saying greed is good. |'m here
to say that greed is evil. |I'mhere to say that
death is evil. Higher costs are going to create

greater death. CareFirst and Wl |l Point are going
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to create higher costs. The devil is in the
details. CareFirst and Well Point are going to cone
together, and that'll nake this nerger fromthe

devil .

The non-profit soul is being sold for 1.3
billion. The nerger support only cones from
soul | ess profiteers and sold-out politicians. So,
who do you work for?

And then, | would |ike to make a few ot her

points. Basically, the reason | came into this was
because |I'ma conputer consultant, a small business
person. | recently went shopping for health care.

| was part of a group plan before, but when

started nmy own conpany, | had to | ook for an

i ndi vidual plan until | started to grow.

| got a Blue Cross CareFirst individua
plan. And one of the things | noticed was, yes,
there are problens with the efficiency of

CareFirst. Wen | went shopping for this policy,

the website was not as user-friendly as it should
be. There were problens sending in applications;

there were problens getting people on the phone;
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all those problems M. Silver tal ked about that a
profit corporation mght be able to address,
efficiencies and things of scale.

But | think that's part of the evil plan.

And let ne just tell you why. Because | wote an
e-mail to M. Jews. He did not exactly respond.

But | pointed out and | suggested to them as a
busi ness person, you know, "You guys are doi ng good

as far as with the plans you have. But as far as

your business efficiency, you are a little bl oated,
and what is going on with this?" Didn't give ne a
response, but | can tell you what ny theory is.
This is just nmy theory.

My theory is, they're doing this on

purpose. And I'Il tell you why. They want to
fail. That sounds ridicul ous but, renenber, this
is evil we're talking about, and this is where the
devil cones into this. Because they're going to

cone back to you, and they're going to say, "Well

we can't be efficient, and we can't do things being
a non-profit." So they're going to force

t hensel ves into failure, so that you guys will then
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ater on have to let them nerge with soneone el se.
So watch out for that. That's com ng
That's what they've been crying all this

time, is they have to nerge in order to be

efficient. 1'll give you one good exanple. The
good exanple is, | said, "Can | pay ny prem ums

with a credit card?" No. CareFirst won't take

credit cards.

Has anybody who's got CareFirst been able

to pay with a credit card?

They won't take it. Now, what kind of
conpany won't take premiuns with credit cards?
They have the technol ogy. They've got the website.

They're able to do it. But they won't.

Not only on that--Now, that may just be an
oversi ght. Maybe they haven't gotten around, in
the year 2001, to accepting credit cards. But on
top of that, when | said, "Well, okay, I'll mail in

nmy check. Were do | mail it to?", you mail it to

Baltinore. So | mailed nmy check in to Baltinore.
But it's processed in the D.C. office. Southwest.

So | call up; finally get sonmebody on the



phone. | say, "Okay, what happens when it goes to
Baltinore?" It goes to a lock-box in Baltinore,
until they ship it down by courier to the southwest

office. So what is going on there? That's a

management problem That's coming from M. Jews
and his staff.

So as a business person, |'mlooking at
this, I'"'msaying: They've got to be doing this on

purpose. They're not getting all this nbney to be

idiots. They don't accept credit cards, so their
cash flow is obviously hurt, because that's one way
t hat peopl e can nmake paynents. They're sending
paynments off to another area, where they don't

process it.

And the | ady on the phone said, "Look

send it tone. |I'Il give you the address here in
southwest. And it'll be processed faster."
Because t hey obviously know that they'll be

processed if you send it there directly. They

don't want you to; that's not the address they give
you to send the bill to. But when you send it to

themin southwest, it does get processed faster
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Now, that's a plan for failure. They want
to fail. And the only way to correct that--And M.
Silver asked, "Wat do you want done? And if it's

so bad, why do you want it to be a non-profit?"

It's a managenent problem W have to get rid of
t he managenent. W have to get rid of the devils
at the top.

And since they're working for the devi

and they're evil, the only way to really get rid of

themis to deny this merger. Because that wll
show to their board and to anyone else in the
CareFirst systemthat they weren't able to achieve
t he satanic goal of nerging.

So once that happens, once the nerger

fails, those guys are gone. They're gone. They're

exorcised. The evil is gone, because it's the
managenment's fault: It's nanagenment that's not
allowing credit cards. It's nmanagenent that is not
allowing the efficiencies. I1t's nanagenent that's

sending the bills to Baltinmore, and not letting
t hem be processed in southwest.

Wl | Point's not going to solve that
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problem O, they will--sure they will--but at a
price. That price is too high
So the kind of efficiencies that we want,

the kind of progress and things that need to be

done, can be done right now, if the devils at the
top would just stop worrying about getting noney in
their pocket, and start worryi ng about how t hey can
serve the public better.

| mean, these are guys that are business

professionals. |'mnot here to tell themhow to do
their job. I'mjust telling you, if there's any
problems with the way CareFirst is being run, it's
coming fromthe top, down. People at the ground

| evel that are running the policies, the

underwriters, those guys are great.
Now, as far as filling out applications, |
can fill out an application--it's interesting

enough--for a Maryland policy online. But when I

wanted to fill out an application for nmy D.C.
policy, | couldn't do that online. | had to
actually mail it in. They wouldn't give ne the

address. And they had to send nme a separate
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phot ocopied form And | said, "Well, why is that?"
"Wel |, because, you know, the Maryland office is a
little nore efficient than the D.C. office." So

they're setting you up. They're setting you up,

because they've got this bureaucracy, and that's a
bureaucracy that M. Jews and his crew have set up
to fail.

So | just wanted you to be aware of that

because, as a busi ness person, | can just see that

it's going to come down where you're going to come
in here and they're going to say, you know, "G eed
is good. W need profit."

Thank you.

COW SSI ONER M REL:  Thank you, M.

Dur ant .

Let's see, we missed one other person.
Whnifred Wlliams. |Is Ms. WIlianms here now?

[ No Response]

COVMM SSI ONER M REL: If not--and Bob Peck

is not here--then we have a few nore mnutes. |
will open it to anyone el se who nmight want to

testify.



Senator Strauss, you would like to testify
for a few mnutes? Gkay. Welcone.
STATEMENT OF PAUL STRAUSS

D. C. SHADOW SENATOR, UNI TED STATES SENATE

SENATOR STRAUSS: Thank you, Commi ssi oner
"Il try and be brief. | know that there are sone

other folks that want to testify.

First of all, let ne say | appreciate your
holding this public forum | have read your
admi ni strative order. | understand that the

application is not conplete, and this is not a
formal public hearing. But | think you' re doing
the right thing by not waiting to give the public

an opportunity to comment.

COW SSI ONER M REL: Excuse ne one second,
Senator Strauss. Wuld you identify yourself for

the record?

SENATOR STRAUSS: Certainly. | am Pau
Strauss. | amthe elected United States Senator
soneti nes known as the "shadow senator." | appear

toni ght on behalf of my constituents but, perhaps

nore inportantly, as a policy holder of CareFirst.

150



That is the conpany that insures nme. It insures ny
famly. And | amwatching what's going on with
great interest.

This is a prelimnary forum and the

application is not conplete. But prelimnarily, |

have a | ot of concerns about this conversion. Now,
ny doctor has told ne three things |'ve got to do

this year, one of which is try and | ose sone

wei ght; the other is to exercise sone nore; and the

third is to oppose this conversion.

[ Laught er]

SENATOR STRAUSS: And | don't want anybody
to think that, because | seemto not be doing the

best job on the first two, that | don't take ny

doctor's advice seriously.

The D.C. Medical Society has provided a
very succinct statement, and their four factors
gi ve me cause for trenmendous concern. Everyone

know in Maryland that studied this issue is opposed

to what they've proposed there. And | think it's
i mportant, and one of the things that you stressed

in your order that seens to nake sense. And | know
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you're a |l ong advocate of D.C. and Maryl and wor ki ng
closely together on a lot of issues, and this is
certainly one where the two jurisdictions need to

be unified.

And the fact that Maryland is not noving
qui ckly to approve this means that we can keep our
mar ket , perhaps, together, and sone of the dire
predi cti ons we've heard about what might happen if

this conversion is not allowed to go through nay

not conme to pass. Because we are a |arge market,
and we are a profitable market, and they do have
donmi nance in this market.

| heard what M. Durant, an old friend of

m ne, said about greed and so forth. And I've had

an opportunity to speak to sone of the people from
CareFirst here tonight. | did notice the horn and
pitch forks were conspi cuously absent.

[ Laught er]

SENATOR STRAUSS: That being said, | don't

necessarily think that we need to viewthis sinmply
as a populist issue against business. Yes, there

is a populist interest at stake. The average
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citizen needs to be able to buy affordable health
care. Health care is inportant. But I'malso a
smal | business owner. And as | | ook towards being

able to provide cost for ny enpl oyees, |'m

concerned about the profits of my business, as
well, if my insurance costs beconme too high

So | think that there are a | ot of
busi nesses, as well as a lot of individuals, that

are going to have concerns about this. And what

m ght be good for this one for-profit business

m ght end up being very, very bad for a whol e bunch
of other for-profit businesses that we have here in
the District of Colunbia, and for enployers that

want to do the right thing for their workers and

provide quality affordabl e health insurance.

So because this is a prelimnary hearing,
| want to enphasize that my opposition at this
poi nt and concerns are prelimnary. | think you've

done the right thing by directing CareFirst to

answer nore questions and provide nore information.
And | | ook forward to watching this issue closely.

From what | have seen so far, | have a | ot



of concerns. And that's been reinforced by a | ot
of excellent statements and sone very, very good
points. And | thank you, Conm ssioner.

COW SSI ONER M REL: Thank you, Senator

St rauss.
| see Walter Hill. Did you want to
testify? Okay. Please identify yourself for the

record.

MR HLL: First, my | give you a copy of

this?
COW SSI ONER M REL: Pl ease.
STATEMENT OF WALTER HI LL
EXECUTI VE DI RECTOR,

WASHI NGTON PSYCHI ATRI C SOCI ETY

MR HILL: M. Mrel, | amWlter Hll.
am the Executive Director of the Washi ngton
Psychiatric Society. W are the professional
organi zation that represents nearly 1,000

psychiatric physicians in the Metropolitan

Washi ngt on ar ea.
| appear before you tonight to speak

against the sale of CareFirst to Wl I Point Health
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Net wor ks, and thus the conversion of an
organi zation that since its inception has served
t he peopl e of Washington, D.C., as a non-profit

corporation and as a keeper of the public trust.

It will now becone a private, for-profit entity.

WPS believes strongly that CareFirst's
return on its investnent should benefit the D. C
resi dents and busi nesses that built the

organi zati on, not sharehol ders of a private

corporation. Qur concern is that noney that is now
used to provide nedi cal and hospital care for
District residents will now go to pay dividends to
sharehol ders, nmany of whomwill live far away from

the District and therefore have no concern for the

public good of the residents and citizens of the
Di strict of Col unbia.

Car eFi rst executives have been stewards of
a communi ty-owned asset. Now they stand to nmake

mllions of dollars through this proposed sale.

As physicians who often care for very il
patients in both in-patient and out-patient

settings, the Washi ngton Psychiatric Society's
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psychi atric physician nmenbers can see no advant age
to those patients should this sale go through
I ndeed, with the | oss of community contro

i nherent in the sale to Well Point, the potentia

decrease in access to, and the availability of,
psychiatric and other nedical care seenms likely to
decl i ne.

CareFirst is often the insurer of |ast

resort for many people in the District. It wll

now focus on increasing its profitability, and turn
its focus away from providing care to sone of the
District's poorest and sickest residents.

Al ready, in Maryland CareFirst has ended

its participation in Health Choice, which is the

Maryl and Medi cai d nanaged care program |In May of
2001, CareFirst announced that it was w thdraw ng
its subsidiary HM>s fromthe individual and small

group insurance nmarkets in Maryl and, because they

were unprofitable. The conpany at that tine, in

2001, predicted that over 6,000 people who had
purchased nedicall y-underwitten individual health

i nsurance woul d not now satisfy the conmpany's nore



stringent requirenents.
G ven that these changes took place while
CareFirst was a non-profit, we can only concl ude

that, as in Maryland, once bottomline

consi derations are in place, the number of District
resi dents deened nmedically uninsurable will rise
exponential ly.

As people are dunped fromthe roll of the

i nsured, who will cover the cost of their health

care? Either people will risk their life savings

to pay for a medical catastrophe, or the District

of Colunbia itself will have to pay for their care.
CareFirst was organized as a public trust.

They di savow that promise to the District if they

conpl ete this business transaction. CareFirst
cites the need to strengthen its financial house as
t he reason for becoming a part of WellPoint. And
yet, the conpany's 2000 annual report states that

CareFirst reserves rose by nearly $100 mllion

from 1999 to 2000. Their reserves are now $692
mllion for the last fiscal year for which there is

reporting. And certainly, the $1.3 billion
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purchase price offered by Well Point denonstrates
clearly the value of CareFirst's assets and its
financial soundness in its present iteration.

Does CareFirst really need to get bigger?

Does it really need to give control to a profit-seeking
absent ee sharehol der, far renoved fromlife

in the Nation's Capital, so that this conpany can
conpete and survive? W at WPS believe that the

nunbers say: No.

We believe, further, that CareFirst's
continuing comm tnent nust focus on providing
quality medical care to its enrollees; not on
creating value for its sharehol ders.

As psychiatrists, WS nenbers are

especi al ly concerned about the plight of
psychiatric patients, should this sale be

conpl eted. For years, the psychiatrically ill have
been the victins of discrinmnation by insurers.

Psychiatric treatment consistently and regularly

undergoes a far nore rigorous review by insurers
and their behavioral health carve-outs than does

treatment for any other diagnosis. Since the
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advent of managed care, psychiatrists have seen a
| esseni ng of concern for psychiatrically il
patients.

Whil e the cash assets of CareFirst have

grown, expenditures for mental health care have
dropped. Treatnent plans are routinely denied.
In-patient and partial hospitalization--day

treatment prograns--are reviewed at |east every

other day in sone cases; all in an attenpt by

CareFirst's behavi oral managed care carve-outs--currently
Val ue Options, and soon to be Magellan--to increase the
conpany's bottom | i ne.

Oten, persons who are in day treatnent

prograns don't know until five o' clock in the

afternoon whether or not their insurer will allow
themto cone back the next day for continued
treat nent.

In a straight for-profit situation, this

depl orabl e occurrence can only get worse.

Historically and consistently, the for-profit Bl ues
have provided a much smaller share of each prem um

dollar to medi cal care than have the non-profit
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Bl ues. Already, as much as 40 percent of the
nental health care prem um paid by consumers goes
to administrative costs and for profit. It should

go to direct care for the patients.

M. Mrel, your counterpart in Maryl and,
M. Larson, asked the Georgia representative of the
Bl ue Cross programthere--which has been bought out
by Well Point--he asked directly, "Wat is the |oss

rati o that you're experiencing since you' ve been

for-profit?" The loss ratio being the anpbunt of
noney that goes to direct care, as opposed to the
amount that goes to admi nistration and profit. He
ei ther could not, or would not, answer the

questi on.

Sir, | ask you--1 inplore you--ask that
guestion of WellPoint: How nmuch of their incone
fromthe insurance premiuns paid will go to direct
care, and how rmuch will go to profit, to

adm ni stration, and to the sharehol ders?

The Washi ngton Psychiatric Society urges
you not to approve this sale. CareFirst is a

public trust. A conversion to the for-profit



status will not perpetuate the availability of
af fordabl e health care coverage that has been the
hal | mark of the District of Columnbia's ongoing care

and conpassion for the nmen, the wonen, the

children, who are its residents and who work wthin
this city.

Thank you very much.

COW SSI ONER M REL:  Thank you, M. Hill.

Anybody el se who would like to testify?

W still have five mnutes.

[ No Response]

COW SSIONER M REL:  You don't have to.
There's nothing wong with getting out of here five

m nutes early.

| do want to thank you all for com ng
tonight. | learned a lot. W will take to heart
everything you' ve said. And even the things that
you submitted in witing that we have not heard

directly, we will Iook at.

And pl ease watch us closely. W' re going
to put everything that we do up on the website, and

nmake it available. And | hope you will continue to
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participate in the process.
Thank you very nuch, and good ni ght.
[ Wher eupon, at 8:52 p.m, the proceeding

was adjourned.] O



